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INTRODUCTION 


The twenty-second Bilderberg Meeting was held at the Grand Hotel Saltsjo- 
baden in Saltsjobaden, Sweden, on n, 12 and 13 May 1973 under the chair- 
manship of H.R.H. The Prince of the Netherlands. 

There were 80 participants, drawn from a variety of fields : government and 
politics, universities, journalism, diplomacy, industry, transport, trade unions, 
the law, banking, foundation administration and military service. They came 
from thirteen Western European countries, the United States, Canada and 
various international organizations. 

In accordance with the rules adopted at each Meeting, all participants spoke 
in a purely personal capacity without in any way committing whatever govern- 
ment or organization to which they might belong. To enable participants to 
speak with the greatest possible frankness, the discussions were confidential 
with no reporters being admitted. 

The Agenda was as follows : 

I. The Possibilities of the Development of a European Energy Policy, and 
the Consequences for European-North American Relations. 

II. Conflicting Expectations Concerning the European Security Conference. 

At the opening of the meeting, H.R.H. The Prince of the Netherlands read a 
telegram of thanks and good wishes which he had sent to H.M. Gustav VI 
Adolf and the reply which he had received from the latter. 

His Royal Highness expressed his regret at the absence of Professor John 
Pesmazoglou, whose request for permission to leave Greece had been denied, 
and of Mr. Gerhard Schroder of West Germany, whose political commitments 
had prevented him at the last moment from attending. 

After recalling the Bilderberg rules of procedure, The Prince turned to the 
first item of the Agenda. 
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the possibilities of the development 

OF A EUROPEAN ENERGY POLICY, AND THE 
CONSEQUENCES FOR EUROPEAN-NORTH AMERICAN 
RELATIONS 


The background for discussion of this topic consisted of two working papers 
- one written by an International participant, the other by an American 
participant - which had been distributed before the meeting. These papers, 
and the comments of their authors in introducing them to the meeting, are 
summarized below. 

* 

# # 

GUIDELINES FOR A EUROPEAN ENERGY 
POLICY AND ITS CONSEQUENCES ON RELATIONS 
BETWEEN EUROPE AND NORTH AMERICA 

The International author of this working paper began by pointing out that 
there was fairly widespread agreement as to why the energy situation was 
alarming. The relevant figures were generally known, and diagnoses of the 
energy trend differed little. The problem was what treatment to apply: we 
needed an effort of imagination to avoid lapsing into fatalism, and a strong 
sense of realism to guard against a Utopian approach. 

In this spirit, he proposed to examine the guidelines of a common energy 
policy for the European Community, and then to consider how the main 
energy-consuming countries might cooperate with one another. 

I. The Community energy policy. Mapping out a Community energy policy was a 
long-term task. So far it had produced a limited number of specific measures, 
but a new impetus was called for now, inspired by an overall vision. 


A. Gradual materialization of the Community energy policy 

Since the ECSC and Euratom treaties had dealt specifically with coal and 
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nuclear energy, the Rome Treaty contained no special provisions for energy 
as it did for agriculture and transport. This omission was explained in part by 
the fact that energy was plentiful and readily available. 

During the first decade of the Rome Treaty, however, the idea of a common 
energy policy had gradually taken shape, and by 1968 a detailed inventory 
had beendrawnupof the principles and objectives which should guide European 
activity in the energy field. This had been followed by various specific measures : 
aids for coal; the regulation obliging member states to accumulate oil stocks 
equivalent to 65 days’ use; and the systematic use of economic reports and 
forecasts. 

More recently, the development of the Community energy policy had been 
marked by proposals for the extension of the joint enterprise system to- the 
hydrocarbon sector, the setting up of European uranium enrichment facilities, 
the increase of compulsory oil stocks from 65 to 90 days, the introduction of a 
harmonized system to combat the effects of momentary interruptions in 
supplies, and the establishment of import arrangements for hydrocarbons. 
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B. Fresh impetus for the Community energy policy } 

I 

The enlargement of the Community offered numerous areas of activity in ! 
which greater European initiative could be developed, including the energy 
sector. 

1. The reasons. During the past two or three years, a new attitude to energy 
problems had emerged, both within the Community and in the world at large. 
There were many reasons for this, ranging from the increasingly effective way 
in which the oil producing countries were directly influencing energy patterns, 
to concern about energy industries’ respecting the environment, and finally 
to anxiety about the world’s energy supplies toward the end of this century. 
Although energy problems were still closely bound up with technical and 
economic factors, they were increasingly colored by political considerations. 

The European Community, heavily dependent on the outside world for its 
energy supplies, could not evade the problem without imperiling its own 
subsequent development. It was therefore encouraging that the participants in 
the Paris summit meeting of October 1972 had asked the Community institu- 
tions to draw up an energy policy to ensure reliable long-term supplies on 
satisfactory economic terms. The Commission’s main present concern - as its 
latest proposals showed - was the question of supplies. 


2. New objectives of the Community energy policy. Progress in developing the 
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Community energy policy would require systematic attention to the major 
problems arising from present trends; recognition of the priority of supply 
Strategy; and equipment of the Community institutions with certain means of 
control. 

(a) General problems. No energy policy could be conceived today which did 
not encompass these aims: 

(i) respect for the environment through research projects to combat pollu- 
tion caused by the production, transport, storage and consumption of energy, 
these projects to be incorporated in the Commission’s general plan of action on 
the environment; 

(ii) more rational use of energy to reduce the problems of supply and 
environmental protection and offset the potential increase in energy costs; 

(iii) research to achieve more efficient production and use of energy, and 
to discover new sources of energy, new resources, or ways of using resources 
already known; 

(iv) developing contacts between the Community and other energy im- 
porting countries with a view to better mutual information and the adoption of 
joint solutions ; 

(v) improving economic and social cooperation with the energy exporting 
countries to promote the aim of stable relations between equal partners. 

(b) Priority measures on supplies. The Community’s main energy problem was 
to ensure reliable supplies in an increasingly uncertain market. Therefore, the 
energy supply trend had to be carefully watched and, if necessary, directed 
from a Community standpoint. Apart from the problem of financing very 
considerable investments, this meant that the Community had not only to 
supervise the conditions of competition but also to be able to influence the 
competitive positions of the various forms of energy. Concrete measures were 
most pressing in these fields : 

Mutual information - The information which had been obtained on imports 
of hydrocarbons, on investments, and on foreseeable trends in these two 
fields, had to be supplemented by information on prospecting for hydrocarbons, 
on the gas industry and on uranium reserves and resources. This would give 
the Community a better idea of the prospects offered by the large hydrocarbon 
reserves in the North Sea. 

Reliable supply sources — An urgent decision was needed on the implementation 
of a new system of aids to coking coal to help maintain its production in the 
Community. The problems of maintaining a coal consumption capacity in 
power plants also had to be studied, as part of a general policy for power plant 
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fuel supplies. The existence of a major coal industry in Great Britain made this 
especially important. 

With regard to hydrocarbons, the object ought to be to encourage pros- 
pecting on Community territory or territories considered as reliable, and if not 
to establish the principle of Community priority for supplies of natural gas 
tapped from its own soil, including the continental shelf, then at least to prevent 
national export restrictions contrary to the Treaty of Rome. 

As regards nuclear energy, it would be necessary to make use of the facilities 
offered by the treaties and to adopt measures on nuclear fuel supplies, and 
especially the establishment of European uranium enrichment plants. 

Measures to overcome supply difficulties — In addition to preparing concerted 
measures to be taken when oil crises occurred, it was important to continue 
developing a Community policy on the stockpiling of oil products. Concrete 
proposals were also needed on the stockpiling of Community or imported coal, 
and of fuels for conventional power plants and natural or enriched uranium. 

Smooth functioning of the common market - This could not be ensured without 
first solving certain general problems, such as the liberalization of public 
works contracts, the notification of intended mergers, and direct and indirect 
taxation in the energy sector. 

For oil, it would be necessary to harmonize price arrangements and to 
remove technical obstacles to trade. In the electricity and nuclear energy 
sectors, there had to be better coordination of national development programs 
and of safety criteria and technical standards, as well as of the location of power 
plants and the awarding of electricity licences. Finally, national and Com- 
munity regulations on nuclear plant safety had to be harmonized. 

Structure of the energy industry - A considerable step forward would be achieved 
here with the notification of intended mergers and the solution of problems 
connected with direct taxation. Information about new investments would 
enable the Community to follow the structural development of the energy 
industry. 

Common import arrangements - The Community had rapidly to establish import 
arrangements for oil products and a definition of their origin. The implementa- 
tion of procedures would depend on particular market conditions. 

(c) Establishment of Community means of control. To keep fully informed about 
the energy market, the Commission was - in addition to the ways and means 
already enumerated - now setting up a system of regular price surveys for the 
various energy products. The Community also had to be empowered to 
coordinate national measures (existing and proposed), and to harmonize 
scientific and technical research. Finally, the Commission had already present- 
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ed the regulation on joint hydrocarbon undertakings which should encourage 
major research schemes in the hydrocarbon sector or oil stockpiling projects, 
thus helping to solve supply problems and to establish the common market. 

The emphasis laid on the way in which the Community energy policy was 
conceived should not lead us to neglect the Community’s energy relations 
with the other energy consuming countries. That, together with the Com- 
munity’s relations with the energy exporting countries (not discussed in this 
paper), constituted one of the principal factors at issue. 

II. Energy cooperation between the Community, the US and Japan 

A. The reasons for cooperation : Chief among these was the fact that the Com- 
munity, the US and Japan were all dependent, at least in the medium term, 
on other countries for their energy supplies, with all the economic, political and 
security problems that this implied. 

Because of the increasingly global scale of the energy supply question, all 
individual efforts to improve a pattern of supply required consultation with the 
other major importing regions. Governments of the consumer countries could 
no longer escape the responsiblility of ensuring reliable energy supplies. And 
if they did not cooperate, this responsibility would lead them to competitive 
bidding and finally into a clash. 

The task of improving relations between energy importing countries should 
begin with consultations between Europe, the US and Japan. These three 
regions, which represented about 60 per cent of world energy consumption, 
accounted for an even greater proportion of world trade in energy products, as 
they absorbed 80 per cent of world energy exports. 

Two other reasons for cooperation were bound up with the world respon- 
sibilities of these countries. First, an energy crisis or an increase in energy costs 
could irremediably jeopardize the economic expansion of developing countries 
which had no resources of their own. Secondly, the misuse or inadequate 
control of the financial resources of the oil producing countries could completely 
disorganize and undermine the world monetary system. 


B. General principles and limits of cooperation : The European Community had 
already made it known unofficially that it favored energy cooperation with the 
US and Japan, primarily to eliminate futile outbidding between the importer 
countries for supplies, especially from the Middle East. The proposed coopera- 
tion could also reduce waste of financial resources on individual projects in 
scientific and technical research, environmental protection and rational use of 
energy. Moreover, it could speed up the achievement of the desired results. 




Founded on the principles of non-discriminatory treatment and reciprocity 
of commitments, this cooperation should not inhibit the Community or lead 
to the unilateral dependence of Europe or Japan on the US, whose industrial 
power, financial strength and unity were likely to give it the dominant role in 
the proposed consultations. Europe should define and retain its identity, and 
be able to implement its own measures and make its own choices. Europe’s 
“personality” was already apparent in its relations with the developing 
countries, some of which were exporters of energy, and of hydrocarbons in 
particular. Geography and history affected these relations, as did the awareness 
of the mutual benefit to be derived from an increased interdependence of the 
Community’s markets and the developing industries of the producer countries, 
which was bound to serve the general interest. 

However, the objective of cooperation between consumer countries should 
not make the Community forget its weak points vis-a-vis the US and the 
economic and political risks implied. The American oil companies held about a 
third of the.European market (transport by pipeline, refining and distributing) ; 
this had hampered the development of the European companies. It would 
therefore be alarming if the US companies, for reasons of profitability, were led 
to redirect their production towards the US market. Recent American imports 
of low-sulphur fuel oil refined in Europe, and their impact on European prices, 
illustrated Europe’s sensitivity to American market phenomena. 

On the international level, American strategic and political commitments, 
both in the Middle East and along the Community’s supply lines, might 
constitute an indirect threat to supplies of hydrocarbons to Europe. These same 
factors were encouraging certain countries in that region to establish privileged 
relations with the US, thereby prejudicing supplies to other consumer countries. 
This underlined the need both for close cooperation between the consumer 
countries and for the assertion by Europe of some political presence in the 
Middle East. 

Finally, in the nuclear sector, Europe was still too dependent on US techno- 
logy. The situation in the fuel cycle industry was comparable, if less serious. 
The recent US decisions on the prices and terms of sale of enriched uranium 
reinforced Europe’s and Japan’s fears as to what might happen if there were no 
consultations with the US, and also as to what obligations and limits such 
consultations should involve. 

On the other hand, the proposed consultations should not look as if they 
were creating a bloc of energy importing countries as against the bloc of energy 
exporting countries, and even less as if they were a defensive reaction of the 
industrialized countries. It had to be made clear that, although this cooperation 
was designed to improve the conditions of supply of the consumer countries, it 



was aimed above all at stability and controlled developmen 
both exporting and importing countries. Furthermore, this i 
not prevent the establishment of more favorable relations 
and producer countries, which could be achieved, for inst 
commodity agreement on energy between all concerned; 
larly favor the expansion of the developing countries with 
and the stabilization of the international monetary system. 

C. Areas suitable for consultations between the Community, the • 
sultations should be as diversified as possible and could < 
aspects of energy policy. 

i. The objectives of cooperation. The main concern of ene 
not so much cost as the assurance of reliable long-term s 
adjusting to the expected increase in demand. The questic 
try to avert crises and how to cope with them if they occurr 

Coping with temporary interruptions in supplies requirei 
between the Community, the US and Japan concerning tl 
of emergency stocks, aimed at a harmonized rationing sys 
provisional pooling of transport facilities and available leso 

Crises could be avoided both by improving the present ru 
by modifying the factors in a short-term economic situatio. 
sive dependence on certain hydrocarbon producing countri 
game would be improved by increased consultation betweei 
between governments and companies, when a crisis threaten 
countries now holding fundamental responsibilities in 
governments of the importing countries had to be more ft 
intentions of the companies before and during any negc 
longer tolerable that negotiations should be conducted wii 
tion of the consumer countries which bore the ultimate con: 
close consultations, the producer countries would be clea 
responsibility assumed by the consumer countries, which 
position of the companies. 

The risk of crises would also be reduced by consultation 
consuming countries leading to greater diversification oi 
development of new sources of energy, for example by enco 
on the ocean floor and the continental shelf, and by harmo. 
technical research projects. Such cooperation might often i 
mental financial assistance. 

Finally, the development of coherent and better defir 
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through consultations between the Community, the US and Japan, would help 
to clarify the situation and reduce the risks of crisis. 

2. Procedures for cooperation. Cooperation could take the form of systematic 
exchanges of information, harmonization of energy policies where necessary, 
and specific cooperation projects. 

(a) Information exchanges were especially important on the following subjects: 

- the current energy situation and estimated trends, including periodic joint 

reports; J 

— the results achieved by public bodies and private industry in their efforts 
to develop energy resources; 

— any specific problem which could be more easily solved by joint action of 
the energy importing countries ; 

- measures taken or planned which might alter the supply situation, in- | 
eluding the structure of the energy industry and market operating condi- f 
tions. 

(b) Harmonization of energy policies of the Community, the US and Japan i 
should be sought. On the domestic side, common safety standards could be 
envisaged for energy plants, especially in the nuclear sector. Similarly common f 
specifications could be adopted for products, notably the maximum content of 
noxious substances, which would help solve environmental problems and f 
avoid difficulties on consumer markets. Finally, harmonized compulsory 
stockpiling policies and concerted arrangements for rationing, administering 
and allocating available resources when necessary, should be an excellent way 

of coping with crises. With regard to external energy policies, some degree of 
harmonization would prevent the Community, the US and Japan from en- 
gaging in unbridled competition and futile outbidding in the scramble for oil. 

In cooperation with the companies concerned, the public authorities should 
consult each other on the supply policies they intended to pursue in the various 
regions possessing energy resources. The advantages of such consultations 
were obvious but the practical procedures might be difficult: it was hard, for 
instance, to imagine any rigid allocation of resources between the main im- 
porting regions now that these resources were increasingly controlled by the » 
producer countries. At all events, no consultations should be undertaken 
without the governments of our countries first adopting a common attitude 
towards the oil companies, and the means to ensure that this attitude was 
respected. 

Finally, with an eye to future negotiations between the producer countries 
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and the companies, particularly on the question of taxation, the Community, 
the US and Japan should at least coordinate the instructions which they would 
then be giving the companies. 

(c) Specific cooperation measures , reaching beyond the exchange of information 
and harmonization of energy policies, would be possible in certain fields, such 
as environmental protection, the rational use of energy, and scientific and 
technical research, (e.g., desulphurization, automobile emissions, processes 
for improving output or reducing consumption; coal gasification; nuclear 
explosions for storage purposes; and use of new resources). 

To meet the need for larger and more diversified hydrocarbon resources, 
we should also envisage cross-financing for oil prospecting on the continental 
shelf and ocean floor, either in the countries concerned (North Sea, US or 
Japanese continental shelf areas) or elsewhere (Canada, Venezuela, USSR). 

Finally, cooperation was needed above all in nuclear energy, to improve 
its reliability and to give it a more prominent place in the pattern of supply. 
Joint efforts were possible in numerous fields, the main ones being reactor 
safety, uranium enrichment, construction of breeder reactors, and the pos- 
sibilities of fusion and the use of nuclear energy for non-electrical purposes. 

(d) The framework for energy consultations between the Community , the US and 
Japan, if it were to be effective, would have to be flexible and to allow maxi- 
mum contact. Consultation procedures would be too diversified for an in- 
stitutional framework to be immediately useful, but it would take its own 
shape with time. 

It was clear, though, that cooperation had to be accompanied and guided 
by advice from energy producing and energy consuming circles in our various 
countries. It had also to be based on contracts among the industrial circles of 
our countries which, with financial, technological and research facilities at their 
disposal, were in practical daily contact with reality. 

With regard to relations between the public authorities, a body should be 
set up for periodic policy consultations between the energy officials of the Com- 
munity, the US and Japan. 

Finally, energy cooperation should fit into a context of more general consul- 
tations covering monetary matters, world trade and certain aspects of foreign 
policy. These general consultations between the Community, the US and 
Japan were an ambitious undertaking, in which energy consultations - because 
of their urgency and the apparent widespread agreement thereon - could 
constitute one of the cornerstones. 

# 

# * 
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In introducing his paper, the author alluded to the prospects for agreement 
in the near future by the member governments of the European Community 
(EC). He felt that a consensus would soon emerge on the need for cooperation 
with other principal consuming countries, notably the US and Japan, in order 
to avoid overbidding for crude oil, to accelerate research on new resources and 
on fuel efficiency, and to be able to deal with a fuel crisis. 

This cooperation should be based on certain fundamental principles : equality 
among partners, non-discrimination, respect of mutual engagements, avoid- 
ance of the bloc approach, and recognition of the needs of the developing 
countries. The experience of the OECD should make it a useful forum in which 
to begin this Atlantic-Japanese collaboration, although its procedures might 
have to be revised. t 

In its relations with the producing countries, it was important that the 
EC be seen by them, not as a hostile bloc, but as a trading partner with whom 
there was a relationship of mutual interdependence. To enhance its credibility 
as a partner, Europe needed to wield better control over oil imports, supply 
costs and prices. In addition, the oil Companies had to keep the European public 
authorities better informed about their plans for imports, investments and • 
crisis management. 

With regard to other energy sources, Europe ought to review its coal reserves ; 
- by regions rather than on a national basis - to see where coal might again be > 
competitive on price with oil. Natural gas was another excellent energy source 
if used efficiently (i.e., not in electric power plants) and conservatively, so as not 
to provoke export restrictions. Its distribution in Europe would be improved 
by more pipeline construction. Finally, a European capacity for uranium 
enrichment was needed for the development of nuclear energy. 

The author observed that efforts to improve the environment seemed, 
initially at least, to increase fuel consumption rather than slow it down. But 
an effort in this field had to be made on the Community level, as national 
programs tended to disrupt the distribution and consumption of energy. 

* 

* * 

AN ATLANTIC-JAPANESE ENERGY POLICY 
I. Summary 

The conclusions of the American author of this working paper could be 
summed up as follows: 


The prosperity and security of the free World depended on sufficient 
availability of energy on satisfactory economic terms. During the next ten to 20 
years, oil would provide the mainstay of the world’s energy supplies. Because 
of the size of known reserves and the lead time for developing new resources, 
our growing needs would be supplied mainly by huge increases of imports from 
the Middle East. 

The cost of these oil imports would rise tremendously, with difficult implica- 
tions for the balance of payments of consuming countries. Serious problems 
would be caused by unprecedented foreign exchange accumulations of coun- 
tries such as Saudi Arabia and Abu Dhabi. 

A complete change was underway in the political, economic, strategic and 
power relationships between the oil producing, importing and home countries 
of international oil companies and the national oil companies of producing and 
importing countries. 

An energy policy for the oil importing countries was an urgent necessity. It 
could not be limited to the Atlantic nations, but had to include Japan, the 
Free World’s second strongest economic power and one of its largest oil im- 
porters. It should also encompass South Africa, Australia and New Zealand, 
and should take account of importing developing countries in Latin America, 
Africa and Asia. But the suggestions in his paper would refer mainly to the 
Atlantic group plus Japan as the nations with major world influence and 
responsibilities. 

II. Basic Data on Energy Supply and Finance 

If present US policies and trends were left to take their course, oil shipments 
from abroad would advance from about 4*7 million barrels a day in 1 97 2 ^ 
over 1 1 million barrels a day in 1980. 

Except for the North Sea and the unknown potential in Japanese offshore 
waters or in other “safe” areas, America’s allies had limited possibilities of 
developing dependable alternative supplies based on synthetic oil or gas 
because of their small coal, shale and tar sands resources. Even with the most 
optimistic estimates for the North Sea, the oil imports of Europe and Japan 
combined were estimated to advance during the same period from some 18 
million barrels daily to 30 million. 

The preponderant part of all these imports would have to come from the 
Middle East, whose output would rise from 18 million barrels daily in 1972, to 
35-40 million by 1980. For the first time, the US would be competing with 
Europe and Japan for major oil supplies from the Middle East, whose share in 
total US oil imports would, by 1980, amount to about 50-55 per cent and in 
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those of Western Europe and Japan to 75-80 per cent. Middle East reserves 
would cover these requirements, but without large new discoveries this situation 
would probably change during the 1980’s. 

The USSR was likely to remain self-sufficient in oil and other energy 
requirements and might continue to be a net exporter of oil and natural gas. 

The total value of US net imports of energy materials, mostly oil, might 
easily reach $18-24 billion annually by 1980, those of Europe $23-31 billion, 
and those of Japan $12-16 billion - as compared with $2.3, $8.5, and $3.1 
billion in 1970, respectively. Revenues accruing to Middle East producing 
countries could amount to $40 billion annually by 1980 - as against $9 billion 
in 1972 - with Saudi Arabia accounting for perhaps half of the 1980 total. In 
countries such as Saudi Arabia and Abu Dhabi most of these funds could not 
possibly be absorbed in their internal economies. 

The US thus had to share with Europe and Japan the deep concern about 
the physical availability, the terms of trade, the balance of payments impact, 
and the investment and monetary consequences of heavily increased oil 
imports. But the US carried the additional responsibility of protecting its 
capability to perform its global defense commitment, especially since the 
Soviet Union and China did not primarily depend on external sources of 
energy. The US could not afford an increasing over-dependence on a handful 
of foreign, largely unstable, countries. This would jeopardize its security (and 
th at of its allies) as well as its prosperity and freedom of action in foreign policy 
formulation. But the US had a practical alternative: accelerated development 
of its large domestic resource potential for conventional and synthetic hydro- 
carbons and nuclear energy. 

If realistic action to increase domestic energy supplies were taken with 
utmost urgency, US dependence on energy imports by the early 1980’s might 
c muted to 20 per cent, instead of over 30 per cent if present trends continued. 
That probably would not exceed the “danger” level. As of now, though 
continued dependence of Europe, Japan and the US on Middle East oil 
appeared inevitable. 

III. Changes in the Power Structure of International Oil 

From 1946 until the late 1950’s, the international oil companies - on the 
basis of their rich Middle East concessions and benefiting indirectly from the 
power of the US - had been able to supply the bulk of the energy requirements 
of the Free World, reasonably, freely and on favorable commercial terms. 
Moreover, the US had been independent of oil imports and had possessed a 
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sizeable reserve productive capacity from which our allies could benefit during 
the Iranian and the first Suez Crisis. 

By i960, when the Organization of the Petroleum Exporting Countries 
(OPEC) had been established, the relative power of the US had begun to 
decline as Europe, Japan and the USSR acquired new strength. The devel- 
oping countries had also begun to play a more important role in world affairs. 
The establishment of OPEC and its growing influence had been due in part to 
the inability and inflexibility of the international oil companies and their home 
governments to anticipate and adjust to the changes that had begun to erode 
their previous influential position in oil producing countries. 

From i960 to 1972, OPEC had succeeded in achieving, to begin with, minor 
increases in the government take of oil producing countries, and since the 
early seventies in enforcing a quantum jump in the royalty and tax payments 
on their production. This had been capped in 1972 by the participation 
agreement, which meant an immediate 25 per cent interest for the Arab 
producing countries in the Persian Gulf in existing concessions, leading to 51 
per cent control within nine years. Middle Eastern national oil companies 
would thus become the largest sellers of crude oil. 

By 1984, most of the important Venezuelan concessions would also have 
reverted from the oil companies to the government. Algeria, Libya and Iraq 
had already taken over a substantial part of the previously foreign-owned 
production, and the current Indonesian contracts left the Indonesian National 
Oil Company free to dispose of much of the oil discovered by foreign com- 
panies. 

During the same period, American reserve productive potential had begun 
to disappear, and by 1972 the US had become one of the largest importers of oil. 

IV. Dominant Position of the Major Oil Producing Countries 

The conclusion of the participation negotiations had left little doubt that 
the major oil producing countries had acquired immense potential power - as 
long as at least two important producers maintained a united front. Saudi 
Arabia alone, with its overwhelming lead in reserves and production, would 
have a pivotal role in supply within a few years. 

The power of these countries was based not only on their control over 
immense oil resources, but also on their prospective command of unprecedented 
financial resources. Moreover, large monetary reserves would enable them to 
restrict oil production for political or other reasons. 

The producing countries’ control over their oil production and exports 
would be based not only on their participation in the producing companies, 
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but stemmed primarily from their sovereign power over companies operating j 
in their countries. Fiscal arrangements and payments to the producing countries [ 
were subject to their virtually unilateral determination, as reflected in the \ 
demands leading to the Teheran and Tripoli “dictates”. Demands for national j 
ownership of tanker transportation, reinvestments in oil exploration, refining, J 
petrochemical, LNG facilities, and related industries were bound to be made. j 
Levels of production and the size and direction of exports would be dictated for j 
conservation, economic, political or strategic reasons. I 

However, the development of the oil resources of the Middle East did not j 

reflect any extensive industrial involvement of the economies of those countries ( 

or any important contribution by their people to the huge flow of oil outward j 

and of revenue backward. Operations were limited fundamentally to a small f 

enclave. i 

Although a substantial part of the national companies’ entitlements would, j 

for some period, be sold back to their foreign partners for distribution, it was ' 

only a matter of time before the national oil companies would dominate the > 

market for non-integrated third party sales of crude oil. Effective competition j 

in crude oil sales between the producing affiliates of the international oil 
companies and their partners, the national companies of the producing 
countries, might become difficult if not impossible, as the producing countries 
might not only set levels of production but also fix the tax-paid cost and the f 
prices at which the increasing quantities of crude to which their companies 
would become entitled would either be sold back to their foreign partners or 
offered by them to their own customers. 

In addition, national oil companies of some of the producing countries 
would obviously work out deals for joint refining and marketing in importing 
countries. Likewise, the producing countries were likely to seek control of an 
ever-expanding tanker fleet to carry their oil exports. 

It was quite possible that by the early eighties the surplus funds annually 
available to Saudi Arabia could surpass $ 1 5 billion. The inflow of foreign funds 
to the treasuries of a few Middle East governments, and to a small number of 
their citizens, would far exceed any accumulation of foreign exchange holdings 
in modern times. Such amounts could not continuously be placed into long- 
term or short-term investments without risking severe international reper- 
cussions and restrictions on the free flow of capital. It was unlikely that the 
US, or any other developed country, would permit continued massive foreign 
investments that could result in takeovers of important companies or in- 
dustries. Moreover, the reverse flow of dividends and interest would add an 
additional burden to the oil import bill of many countries. 

This accumulation in the Middle East of oil and of money power - obtained 
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like manna from heaven, and not yet accompanied by any substantial con- 
tribution in political, managerial or technical competence - could produce 
potentially explosive shifts in the balance of power. Not the least of the dangers 
posed by this concentration of oil power and “unearned” money power was the 
pervasive corruptive influence it might have on political, economic and com- 
mercial behavior in both the relatively unsophisticated societies of the pro- 
ducing countries and in the dependent industrialized nations. Lust for immense 
power and greed for money in unheard of amounts could easily corrode part of 
their — as well as our — political and social structure. 

Any assessment of the future dependability of the area as the center for oil 
and money power was complicated by the many deep-seated conflicts such as 
those of Iran vs. Iraq, Iraq vs. Kuwait, Saudi Arabia vs. Oman and Abu 
Dhabi, Libya vs. the traditional Arab countries, and so on. There was the 
underlying rivalry between Iran and the Arab states of the Gulf for hegemony 
in the area, as well as the perennial dangers of the Israeli-Arab issue. 

All these confrontations fundamentally affected the producing operations 
and government arrangements of the oil companies, who were likely to be 
drawn sooner or later into any local conflicts. Moreover, the producing 
countries would hold them responsible for their home government policies and 
expect them to support local political, strategic or economic interests. The 
companies would inevitably be asked to match any arrangements which their 
affiliates, or any other international oil companies, had made with govern- 
ments of most other Middle East oil countries. And the rivalry between the 
Arab countries and Persia would compel either of them to claim that it had 
struck the most advantageous bargain with the oil companies. 

Finally, none of the national governments was really stable and the societies 
involved were still largely backward; thus there were always serious doubts 
whether existing arrangements would survive any current regime. 

V. Limitations on Oil Companies in the Producing Countries 

Participation was mainly a device through which the producing countries, 
smoothly and- by arrangements with the international oil companies, planned 
to obtain complete control over their countries’ total oil operations. It rep- 
resented a grand design for an alliance with the oil companies under which 
the oil producing countries, while pursuing their national objectives, would still 
be able to take advantage of the distribution, financial and technical capacities 
of the oil companies. 

As explained by Mr. Yamani, the Saudi Arabian Minister of Petroleum, the 
weight of the national oil companies in producing countries should be com- 
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bined with that of the international oil companies so as to: 

(/) protect concessions from nationalization by forging a link between oil 
companies and producing countries; 

(2) control oil operations while hanging on to foreign capital, expertise and 
marketing outlets; 

(3) prevent competition between producing countries as sellers of crude in 
open market, to avoid a drop in prices and revenues ; 

(4) maintain thereby price stability, and even secure an immediate increase 
in world crude oil prices; 

(5) achieve a position of influence in the oil markets ; 

( 6 ) make it difficult for any producing country to insist on an “abnormal” 
increase in production. 

As the Kuwaiti Finance and Oil Minister bad put it, the true connotations 
of participation were nationalization or takeover. “What we called phased 
participation is in fact phased nationalization.” 

The national oil entities of the producing countries would in due course 
become practically the largest suppliers of oil - only somewhat delayed by the 
phasing out of “buybacks” by the foreign concessionary companies. In the 
meantime, they would try to use their private company partners, whose 
interests would be tied up inextricably in joint production ventures, to assure 
market stability. 

The role of the international oil companies was thus changing from that of a 
buffer and bridge between producing and importing countries to what might 
turn out to be that of junior partners of the producing countries. They would 
be unable to continue to act as an independent-intermediary commercial force; 
instead, the producing countries would tend to treat them as service companies 
under their control that would undertake worldwide logistic, technical, finan- 
cial, production and distribution operations. 

Whether the companies liked it or not they would be compelled to protect 
their huge interests in the producing countries by adjusting their policies and 
actions to suit the wishes of the producing countries, hoping that nevertheless the 
pattern of their operations in their home countries and the importing countries 
would not be seriously upset. They could not be expected to take a strong stand 
in negotiations with the sovereign of the country on which their whole pros- 
perity depended and whose national companies were their partners and would 
eventually acquire control of their operations. They would have to argue that 
they were serving the interest of their customers by not risking a confrontation 
that could lead to interruption of supplies; and as long as the companies were 
able to recoup escalating costs from the consumer, they would also protect their 
own commercial viability. 


In such circumstances the importing countries and home g° ver ™ 
could simply not afford to remain passive. The companies, as private commer- 
cial organizations, could not be expected by themselves to protec not only 
*eir own interests but also those of their customers. Thus it was doubtful 
whether the kind of negotiating problems we were facing n° w “ uld be h ^ L d 
solelv through a common posture of the companies or by any other km 
intercompany arrangements. A broad understanding on energy policy among 
the various importing and home governments was needed to counter the power 
of the producing countries to impose excessive demands on the Internationa 

oil trade. 

VI. New Role of the Oil Companies in Importing Countries 

During the next decade and probably much longer, the international oil 
companies would continue to be a most important factor in the refining and 
distribution of oil in the Free World, based on their predominant investments 
in the local oil industries. They would also be the most diversified source 
crude, while playing a leading role in exploration, new technology, 
exnanded upstream and downstream investments. 

Nevertheless, the international oil companies and their home countne , 
especially the US, were now facing a lack of confidence by many importing 
countrieJ with regard to their supply capabilities as well as 
to protect the interests of their worldwide customers. Europe and 
recognize, though, that it would be constructive if America through t 
improved exploitation of its domestic resources, were to lower its Qn 

Middle East oil and thereby reduce the competitive bidding up P 

of Middle East reserves. „ 

The US had additional possibilities to put a “first mortgage on some of the 
richest oil resources in the Middle East. The Saudi Arabian government 
would like to conclude special deals with the US for increasing oil deliveries 
Iran would doubtless be keen to do likewise. However, any preferre ^ ea ” en 
for the US as a customer for Saudi Arabian or Iranian oil would imperil 
relations with other importing and producing countries or „ mmpnHation 

The prevailing European fear was reflected in a 1972 ra 1 

of the Western European Union, which said in part. . . 

“ much of the oil imported by Europe is shipped under the American 
flag The Middle East oil question is therefore mainly a commercial matter 
for the United States. For Western Europe, on the other hand it is a vita 
matter and the interests of consumers do not tally with the interests of the 
international companies . . . Europe has no interest in becoming involved in a 
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vain conflict for defense of the oil companies; its interest is to collaborate j 
closely with the Arab states. The disadvantage of such a policy might be to 
make the European market over-dependent on the Arab states. But that is 
already the case since the Arab countries can cut off supplies of oil to Europe 
whether it passes through the international companies or is supplied direct . . .” 

Whatever their motivation, the national companies of importing countries 
would expand their foreign supply operations. Any new such ventures would 
be subject to the same kind of political and economic risks as those of the 
international oil companies. 

Investments by the producing countries downstream in importing countries 
were unlikely on a massive scale; even if this should occur, it would not provide 
much more security if the producing countries should decide to withhold 
supplies. Moreover, foreign crude secured by a national oil company of an 
importing country would probably be given preference in the home market. 

The resulting dependence on a limited number of sources of crude would make 
the importing country even more vulnerable to interruption and to cost | 
increases. E 

A continuous process of yielding valid rights, not through genuine bar- i 

gaining but under threats, was bound to undermine the prestige of the import- j 

ing nations and companies as well as the respect for any arrangements con- ! 

eluded with them. Only a coordinated energy policy by the importing coun- ; 

tries could prevent such harmful consequences. j 

VII. Interests of the Home Countries of the International Oil Companies 

The interest of the home countries in their international oil companies had j 

in the past centered around their supply capabilities, their support of the j 

geopolitical power position, their contribution to the balance of payments, and } 

their role in meeting increasing worldwide oil requirements. Important 
changes were now occurring in the two most important home countries, the ! 
US and the UK. 

The first Suez Crisis and the Six-Day War had shown that even US, British f 

or French-controlled foreign oil could be embargoed for shipments to the home [ 

countries. While the US was becoming one of the largest importers of Middle E 

East oil, the UK - with the development of its North Sea resources - would be 
much less dependent on imports. ; 

At the same time, the possibility of using control over foreign oil for political- ; 

strategic purposes of the home countries was disappearing last. The producing [ 

countries could now supply or withhold oil to suit their own interests. E 

The balance of payments concern of the US might in the future be directed j 


more towards the escalating foreign exchange costs of oil imports than to the 
benefits of profit transfers from international oil operations. On the other hand, 
the North Sea development might relieve the UK oil trade bill sufficiently to 
maintain a predominant interest in the profit transfers of British international 

oil companies. , , . . , . 

An additional qualifying factor, however, was the interest which producing 
countries had in maintaining an effective relationship with the US - the most 
important political, economic, and military power of the Free World which 
was also one of the largest and highest priced markets for imported oil. This 
explained Saudi Arabia’s and Iran’s interest in special oil supply arrangements 
with the US. Moreover, the US offered a big outlet for their capital investments, 
and was one of the largest sources of capital equipment, consumer goods, 
military hardware and advanced technology. 

Finally the US was the only power that could assure protection against 
communist incursions (Soviet and Chinese) as well as domestic subversion, so 
as to maintain the security of the Persian Gulf area. 

Because of its domestic potential in conventional and non-conventinal 
hydrocarbon and energy resources, and its opportunity for a special relation- 
ship with Saudi Arabia and Iran, the US could “go it alone”, if it ever wanted 
to. The UK, after development of the North Sea, would be less dependent on 
Middle East oil than any of its Common Market partners. It was, nevertheless, 
apparently the UK, at the Paris Summit of October 1972, which had pressed for 
an early formulation of a Community energy policy to guarantee lasting supplies 

under satisfactory conditions. . 

The ultimate interest of the most important Middle East producing countries 
not under Soviet domination was to guard their independence, which could 
only be achieved through close American links. The US would thus continue to 
dominate the international oil scene, not because of the foreign oil interests of its 
companies, but because of the world balance of power. An energy policy 
applying solely to the Community should be only the first step towards a 
policy that had to encompass the Atlantic group of nations and Japan. 

VIII. Need for an Atlantic-Japanese Energy Policy 

US relations with Europe and Japan were in disarray, with many outstanding 
unresolved problems on defense, trade, monetary issues, and so on. Instead of 
seeking a grand design to resolve all conflicts, it might prove more fruitful to 
tackle first those problems where chances of an Atlantic-Japanese policy were 
most promising. The future energy position of the Atlantic-Japanese complex 
of nations was one of the most important issues confronting not only 
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each of them individually, but also as a group. 

A joint or coordinated policy was urgently needed because any delays in 
which conflicting approaches to producing countries were made by the indivi- 
dual members of the Atlantic-Japanese group of nations would accelerate the 
disintegration of our partnership and encourage the arbitrary demands of the 
producing countries. Such coordination did not need to inhibit any of the 
partners from pursuing separate initiatives within the broad spectrum of 
Middle East relationships and within the framework of an Atlantic-Japanese 
energy policy. 

The OECD Oil Committee was the most significant international organiza- 
tion encompassing the Atlantic-Japanese group of nations, providing them 
with exchange of information and expert analyses on oil developments, as well 
as policies for emergency stockpiling and apportionment of supplies in the 
OECD European area. 

The Common Market was now engaged in a difficult effort to establish an 
energy policy that would secure lasting supplies under satisfactory economic 
conditions. But individual national policies could severely slow up the establish- 
ment of a Community policy. In the light of new power relationships, an 
effective Atlantic-Japanese energy partnership had to go further than either 
the OECD or the Common Market had advanced so far, although such a 
policy would build on their achievements. 

Fortunately there was a substantial consensus on the need for a coordinated 
or joint approach to the energy problem in the US as well as the Common 
Market and Japan, as reflected in official pronouncements during the past two 
years. 

IX. Outline for an Atlantic-Japanese Energy Policy 

The major goal of an Atlantic-Japanese energy policy had to be to cope with 
the common problems of the security of oil supplies and the related financial 
issues. Future oil bargaining should no longer be lopsided in favor of the 
producing countries, but should also engage the extraordinary political, 
strategic and economic power of the Atlantic-Japanese group. Such “counter- 
vailing power” to OPEC would place international oil supply and financial 
arrangements on a rational and manageable basis. Fear had been expressed 
that such a grouping of importing countries might provoke a confrontation 
with producing countries, but this overlooked the fact that the balance of power 
had been tipped during the last few years. 

Subjects to be reviewed under a joint or coordinated energy policy could 
include the following : 


(1) Demand and supply, including tanker, pipeline, and refining availabili- 
ties. 

(2) Research for new energy resources, especially atomic energy and non- 
conventional sources. 

(5) Investment incentives and guarantees for resource development. 

(4) Arrangements by importing countries for supplies from producing 
countries. 

(5) Stockpiling, rationing and sharing of availabilities in case of emergency. 

(6) Research on energy conservation (battery-powered cars, nuclear fueled 
shipping, etc.) 

(7) Economic development and technical assistance for producing countries. 

(8) Costs and balance of payments effects of oil imports of member countries 
and of developing countries. 

(3) Government revenues of oil producing countries and their impact on 
world trade and capital flows. 

(10) Dependency of Middle East producing countries on industrial and 
agricultural goods, military equipment, shipping, services, technical know- 
how, etc., of the Free World’s oil importing countries ; and strategies for coping 
with an oil supply, trade or finance emergency. 

Administration of the energy policy might be entrusted to a new high level 
International Energy Council, composed of member states with an experienced 
permanent staff. Its organizational structure, powers and procedures would 
have to be negotiated. Although agreement would not be easily achieved, it had 
to be tried, and there was no time to lose. , 

It might be feasible to restructure the OECD Oil Committee or its High 
Level Committee to handle implementation of an Atlantic-Japanese energy 
policy, rather than start from scratch with a completely new body. However it 
were to be set up, the competence and functions of the International Energy 
Council had to be clearly delineated. 

An arrangement for sharing import availabilities and stockpiling, applicable 
to all nations of the new Atlantic-Japanese partnership, might be the keystone 
for a broadly conceived energy policy such as outlined above. It could lead to a 
coordinated policy on oil supply, trade and financial problems. There was no 
longer any need for the hectic and improvised confrontations between oil 
companies and producing countries. 

The oil companies, however, could not depend solely on their own strength. 
Firm backing by all major importing countries was essential for a credible 
negotiating stance. 

OPEC unity might eventually erode, bringing producing countries to com- 
pete with each other for export sales to the companies whose purchasing power 
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would derive from investment in and control over transport, refining and 


marketing facilities — the power to dispose. 


only through coordination of policies among Western governments. Otherwise 
we had no choice “but to run away and sue for peace . Hopes for a ie “ on 
avoidance of confrontation would be in vain so long as the balance of powei 

16 XhT author 'had no illusions that energy cooperation between th ^ 
community and the Japanese would be easy, but he concluded that whatever 
the odds are, we must try to establish a situation where the oil supplies of the 
West on which its security and prosperity depend, are handled in a ration 
manner, by a community of countries cooperating effectively with producing 
countries, and not on the run.” 


DISCUSSION 


Economic and technical assistance to the developing producing countries 


would advance their standard of living, diversify their activities and expand 


their trade. In due course, their integration in the world economy would 
discourage radical measures which might sever these links. 

The importance of the Middle East as a supplier of oil to the rest of the 
world made it an attractive target for Soviet subversion. The communist 


world was tempted to encourage all the nationalistic and centrifugal tendencies 


in the Persian Gulf. However, any serious threat to oil supplies could easily 
lead to a confrontation between the major powers. Only friendly relations with 
the Free World could hold the Soviets at bay. A united Atlantic-Japanese oil 
posture offered the best safeguard for the security and prosperity of the im- 
porting as well as producing countries. Far from leading to a confrontation 
with OPEC, it was in fact the only way to avoid confrontation. 

Inevitably, a new Atlantic-Japanese policy, designed to achieve energy 
security for the Free W r orld, would bring greater involvement of governments 
in what had previously been industry affairs, with all that this implied. But 
there were no realistic alternatives, and the time for action was now, if not 
yesterday. 


In his introductory remarks, the author said that the private international 
petroleum companies — which up to now had assured the production, refining, 
transportation, marketing and financing of oil — were no longer able to handle 
by themselves the political problems confronting them in the producing, and 
even the consuming, countries. To the conflict of interest among the oil com- 
panies had been added the problems of internal strife and disputed successions 
in the unstable Middle East. 

The Western world could not afford to pursue its passive and disunited 
course, hoping to gain individual advantages, company by company and 
country by country, through a “rat race” of catering to the whims of Arab 
rulers. In this process, we were dissipating our major asset : the Western political 
and military strength, on which the producing countries depended for their 
internal and external security. By undermining respect for the dignity of 
agreements, we were foregoing every chance for lasting security of supply. 

Our central problem was the imbalance of negotiating power between the 
importing countries and the Middle East producers, which could be redressed 


According to the author of the American working paper, the “energy 
problem” was compounded of four principal issues: 

The continued requests for price increases from Middle East producingcoun- 
tries accelerated by the devaluation of the dollar. The international oil 
companies might wage a rear-guard action, but in the end they would yield 
rather than risk interruption of supplies. They believed it was up to the econo- 
mies of the consuming countries to absorb these price increases. 

2 . The threat to the availability of supplies, coming not only from the producing 
countries’ legitimate interest in conserving their principal resource but also 
from their dfsinclination to take oil out of the ground in exchange for money 
which they did not need and whose real value was declining. 

3 . The use of oil for political purposes, as in the Arab - Israeli conflict, .where the 

• 3 Wpstpm world were subject to a kind of blackmail. 


a The attack against the oil companies' ownership position, with Libya now 
emularing I aq, for example. This would be bound to discourage the search for 
new reserves hi politically questionable areas. Moreover, it would .mpose 

. . * ijifp Tsman who would be unlikely to endure 

strains on importing countries like Japan, 


I. Nature and Scale of the Energy Problem. 
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shortages in order to protect ownership rights of American or European oil 
companies. 

These various issues added up to a political crisis, not an oil crisis, in the view 
of a British participant. Middle Eastern countries had taken over quantities of 
oil contrary to their agreements, with two importants practical consequences. 
First, there was no limit to the price increases, and to the resulting impact on 
the balance of payments of consuming countries. Second, there was no partic- 
ular incentive for the producing countries to develop the additional oil wells 
which would be needed if the civilized world were to continue using energy at 
the rate predicted. With a rising value to their asset, it was in their interest to 
leave it in the ground, regardless of world shortages. Producing countries would 
thus be able to determine the standard of living of consuming countries, and to 
enforce their political will upon them. It was not just a question of price (as an 
American participant had suggested) but of quantity. A French speaker agreed 
with this analysis. 

The announcement of Libya’s price demands, which had been made just as 
this meeting convened, happened to furnish an excellent illustration of the 
sort of problem faced by the oil companies. Thatcountrywasresponsiblefor one- 
sixth of Europe’s oil supplies, so that one’s access to a daily hot bath depended 
very much on the attitude of Colonel Qadhafi, as the British speaker put it. 

For several years, the oil companies had been trying to explain to their 
respective governments that oil supply arrangements could no longer be 
regarded as a purely commercial matter, as agreements could not be enforced. 
The companies were not seeking to be relieved of their commercial respon- 
sibilities, but it was now essential that consuming governments become involved 
in what was essentially a political confrontation. 

The implications of the Libyan situation were also discussed by a Netherlands 
participant. The potential off-take of high quality Libyan crude had already 
been reduced from three million barrels a day to two million, which had 
caused oil prices to harden in recent months. Having taken away some foreign 
oil production “on very strange grounds”, the Libyans were now making new 
demands which could amount to nationalization. The danger was that the 
outcome of these Libyan negotiations might well be taken as a model by other 
governments where we so far had reasonable understandings, not only in the 
Middle East but in places such as Nigeria. 

If one major producing country were to fall out, a drastic oil shortage would 
result. Nervousness about this eventuality was leading Europe and Japan to a 
scramble bordering on a psychosis, with capacity taken up to excess and prices 
running wild. As there were no longer shut-in reserves, such as the US and 
Venezuela had been able to offer in the 1967 Suez crisis, new contingency 


arrangements had to be made to assure consumers that supplies 
distributed to cover essential needs in a fair way. Existing emergency arrange- 
ments were outdated, as they did not take account of the growing import needs 

° f An Amerilfp^rti'cipant said that the emergency we faced could be summed 
up in these statistics: Although we were consuming 40 bdhon baneE of oil a 
year, the amount of shut-in reserves that could be opened up and quickly m 
available was down to under 200,000 barrels a day, much of 1 ^ery h vy 
crudes that had no market because of their sulphur content. For the next three 
o rfour years, the problem would be to find and process crudes into products 
whose sulphur content would be acceptable under the new environmentalist 

16 Wi^refaence to the question raised by a French participant about the 
possiblity of important new oil discoveries, the Amencan speaker conceded that 
there were indeed vast reserves of hydrocarbons, but they were clearly r to** 
Although many parts of the world had not been actively explored, geologists 
had a pretty goo'd idea of what could be found. Moreover, our rate of con- 
sumption hid recently overtaken the rate of finding new reserves. It was 
unlikely that this trend would be reversed, and within five to ten years we 
might In fact be consuming hydrocarbons at a rate 50 per cent. gr -eater t 
the rate of new discoveries. Even in the Middle East, which we thought of as 
being well endowed with reserves, production would probably peak out in 

^The author of the American working paper said that it was most improbaUe 
that we would find another Middle East within the foreseeable future. Even t 
large new discoveries were to be made, a lead time of five to eight years would 
be needed to obtain substantial production from them. 

II. What Can Be Done about the Supply Situation? 

A. The geopolitical background in the Middle East F 

As it was generally agreed that we would be dependent on Middle East oil 
for at least the next decade, several speakers alluded to the importance of the 

political forces at work in that part of the world. _ . • w ith a 

According to an American participant, any analysis had to begin with a 
recognition of the predominant role to be played by Saudi Arabia, which 
would supply well over half of our additional oil requirements. That country 
which had recently achieved a daily production of seven million bmrels, aft 
being at four or five million barrels for some time, was expected to move up to 
"It million barrels. The security and prosperity of all of our countries thus 
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depended “on how King Feisal feels”, in the words of another US speaker. Our 
dependence was rendered more precarious by the fact that Saudi Arabia was 
not a developed society with a large number of people who could make a major 
contribution in the GATT, or anywhere else where their power would entitle 
them to be. What would our response be if that country, following what it 
deemed to be its own self-interest, took steps that would undermine our 
prosperity and security? 

A Canadian participant said that, although Saudi Arabia appeared now to 
be a country with whom arrangements could be made, experience in the 
Middle East had shown that regimes which were seemingly solid and in 
control of the domestic political situation could be replaced overnight. Although 
we were dependent on Saudi Arabia, Iran and the Trucial States, we had to 
recognize that there were pressures underway there to bring about changes in 
government. There was not only the Soviet interest in upsetting regimes around 
the Persian Gulf, as part of their long-term aim of controlling the Middle East, 
but there were also contests among the Arab states themselves. The one issue 
which appeared to unite them was the conflict with Israel, which posed serious 
political questions for the US and others in the bargaining for oil. 

An American participant foresaw that the Arabs, emboldened by their new 
power, would increase their pressure on Israel over the next two or three years. 

The Israelis in turn, who were already nervously anticipating this, would find 
it increasingly difficult to propose the terms of a settlement which would be 
acceptable to all factions within Israel. This issue would turn out to be extreme- 
ly divisive in the US, and an effort had to be made urgently to settle the 
conflict. It was a mistake, though, to regard Israel as America’s problem, and 
the active cooperation of other Western governments was essential. 

A fellow countryman was convinced that leadership in seeking a settlement 
had to come from some other country than the US, which was unfortunately 
regarded by the Israelis, as well as by both Arab extremists and conservatives, 
as an ally of Israel. This limited its ability to play a serious role in formulating a t 
solution. | 

A British speaker agreed that settlement of the Arab-Israeli dispute was [ 

essential to progress in the Middle East. He had been struck, during recent j 

trips to that part of the world, by evidence that the Arabs were deliberately j 

trying to drive a wedge between Europe and America. Europe should feel j 

responsible for seeking a solution, but he said “it will be difficult to take a lead 
unless the Americans are with us”. Many Arab leaders, fearful of being over- ( 

thrown, “could not afford not to go along with the extreme left-wing lunatics” { 

against the West in the matter of oil policy. The bitterness of the Arab-Israeli j 

conflict, combined with the hostile Arab attitude toward the US, made it I 
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unlikely that even our more moderate friends could exercise any useful influence 

0n in U ffife e y es of an American observer, the Arab-Israeli situation was partic- 
ularly harmful in that it constantly inflamed and aroused Arab radicalism, 
which threatened the survival of conservative rulers such as King Feisal. 
However, it was unrealistic to expect, as Europeans sometimes did, that a 
solution would be achieved by the US reversing its policy and putting pressure 
on Israel to settle. “That simply is not in the political cards ... We are going 
to have to live with that, using such quiet measures of persuasion as we can. 

Another American participant referred to the interrelationship between 
Soviet policy and the Arab-Israeli conflict. The Soviet objective was a pro- 
longed stalemate, which would intensify the process of Arab radicahzation, 
stimulate stronger feelings of anti-Westernism, and in turn provoke Western 
animus toward the Arabs. Hence the Western response ought to focus much 
more directly on the need to promote actively an Arab-Israeli settlement. 

In response to questions put by a German and a British participant, the 
American speaker replied that the Soviets’ internal economic needs “g 
make them more amenable to adjustments, and less obstructive to a Mid 
East settlement, than they would be if conditions at home were more favorable 
Their willingness to discuss the sale of natural gas to the West illustrated this 

new receptivity to policies of accomodation. 

Two Italian participants supported the notion that the governments of oil 
consuming countries ought to collaborate to resolve the conflict in the Mid 
East, as a counter to the active Soviet intervention there. One of these speakers 
said that any overall program of economic cooperation between the : oil pro- 
ducing and consuming countries had to have a political background, whi 
could not be achieved so long as the Arab-Israeli dispute was unsettled. 

The impact of a possible change in Soviet policy on the question of the 
Middle East oil supply was discussed by an American participant. Since, as 
the author of the American working paper had pointed out, it was an asset for 
us that Saudi Arabia depended on the US for its security, then a mood of 
detente could produce a negative effect if the USSR were no lon S er t0 J* 
regarded as our eternal adversary in the Middle East. On the other hand the 
more dependent the Soviets became on economic dealings wlth . th ^ S ‘’ ' * 
less satisfaction they would derive from the prospect of uncertain ^ Webern o 
supplies. Thus, before the end of the seventies, we might be consulting with 

Soviet Union about Middle Eastern oil. , 

A French participant, who had recently been posted in Moscow, spoke of he 
diverse forces which were moving the Soviet Union toward deten te wnth the 
West, particularly their desire to raise the standard of living of the people, 
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resulting in the new priority given to consumer goods in 1971. This policy had 
represented an important departure for the Soviet leadership, and Brezhnev 
still bore the risk that it might not succeed. The success of the current rap- 
prochement with the US was thus very important to his policy. This did not 
mean that long-term Soviet aims had changed, but developments currently 
underway might hold important consequences for Soviet policy, in the Middle 
East and elsewhere. While agreeing that the Arab-Israeli confrontation had to 
be resolved, the speaker thought that the perspectives for that were much more 
distant than our immediate concern, which was to be adequately supplied with 
oil. 

Another French speaker felt that the Arab-Israeli war was not a principal 
aspect of the energy crisis, as not all of the countries involved were oil producers. 
This view was echoed by a British participant, who said that the confrontation 
with the OPEC countries had very little to do with the Arab-Israeli problem. 

Another British speaker, who recognized that the prolongation of the Arab- 
Israeli conflict posed a major threat to oil supplies, nevertheless challenged the 
argument that the time was ripe for a joint Western approach. Although there 
were long-range global implications, it was now a regional problem. Proposing 
a solution based on outside guarantees was dangerous, in that it fostered an 
unrealistic belief among the Arabs that we were capable of putting a great deal 
of pressure on Israel. 

The essential problem at the moment was not with Palestine, but rather with 
relations between Israel and Egypt. The West had to pay more attention to 
Israel’s genuine concerns about her security, particularly in Sinai. A coherent 
demilitarization program there would allow Israel to be more generous on the 
territorial question, which was so important to the Arabs in any settlement. 

Another crucial area of concern to the Israelis was freedom of navigation in 
the Red S.ea. This was why they were determined to remain in Sharm el 
Skeikh, and why they were anxious about their rights in the Bab al Mandab 
Straits and the Straits of Tiran. Although the West’s role in promoting a 
settlement in this area would probably be fairly limited, it would be helpful if 
the Western maritime powers could grasp the urgency of this problem and lend 
their support to the need for an international maritime treaty. No grandiose 
plans were required, but more serious public discussion about Israel’s legitimate 
security concerns might break the present stalemate and lead Egypt to a 
rational settlement. 

Achieving stability in the Middle East by solving the Arab-Israeli dispute 
would initially aggravate the oil supply problem, in the estimation of a Turkish 
participant. If Middle Eastern governments were relieved of the pressure of 
this issue, they would be free to concentrate on the optimal use of their natural 
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resources which would probably result in more conservative production. 

For 4 ; longer run, though, the speaker took a more optimistic view about 
the oohtical evolution of the Middle East than that expressed by many of the 
“ P . . A Middle Eastern rulers became more responsible 

’eld prevail. If rh. 

*»<> technological good, and ™ “ried l by 

- 

forces would at last bring stability to t e participant, who predicted 

th^^rab'publi^opinion beghT to^ask 

Ac the wealth of those countries increased, their people wou 6 

As the weaitn 01 m ^ ^ formulate extensive domestic 

demands. ThTrL^g iLLility, which could not be resolved by Western 
interference, was sure to greatly change the picture in the long run. 

ad^bsion^urii^ dt ” discussion ^hat we were now confronte^ with^he^audi 

Arabians. “Messing around with words is not doing us any g 

^ An'd^yet ^te'was^ot^larmed^t the prospect. Any cooperative ^tion aimed 
at a fair sharing out of available supplies between " ^"1 had 
greeted “with a howl of rage” as provocative. The ^ 
two ways of applying pressure : first, y sing mg ^ P ^ ug over its 

whom they happened to be displeased £ „f t he international oil 




To solve the immediate, short-term problem, the speaker proposed the 
urgent establisment of an interim “action committee” to formulate a joint 
answer “to attempts by producing countries to turn the heat on”. This body 
could be composed of, say, nine representatives of the international oil com- 
panies and nine representatives of the three main consuming blocs : Europe, the 
US and Japan. It could have an unaggressive, diplomatic-sounding name, such 
as “The Committee for the Rationalization of Supply.” The point was that 
its workings ought to be quick and flexible, able when necessary to provide 
decisions in a week’s time or less. We therefore would need a plenipotentiary 
group of government delegates, empowered to sit beside the oil companies and 
to defend the point of view of the consumer governments. 

One had heard “the most wonderful plans for sorting out these energy 
problems in 1980 or 1990”, but meanwhile there was an immediate and 
serious confrontation to be dealt with. Even if they got no help, the oil com- 
panies would “soldier on, and would no doubt have to back away again.” But 
no one could accuse them of not having given ample warning of the crisis. 

An American participant agreed that there was an urgent supply problem 
and that private companies had been shown to be completely inadequate in 
dealing with the sovereign governments of producing countries. The OPEC 
nations were convinced that the consuming countries could not mount a solid 
effort to face up to them, and they were moving with impunity on that assump- 
tion. Negotiations therefore had to be placed forthwith on a sovereign-to- 
sovereign basis, with Europe, the US and Japan participating. If any major 
power remained outside, trying to make private arrangements, it would show 
that the consuming countries could not work together effectively. 

Another American asked what good unity and firmness would do in the face 
of a decision by producing countries to keep their oil in the ground, and a 
Norwegian participant was not sure what cards the Western governments 
could play to exert more pressure on the producing countries, if we resorted to 
sovereign-to-sovereign negotiations. The speaker replied that, at some point, 
the developed world would have to “take unusual steps” to protect its supply 
of energy, in order to avid widespread unemployment and social unrest. 
Economic boycotts or shut-ins would obviously be against the interest of the 
world community, to which the producing countries had a definite respon- 
sibility. Whatever measures might be envisaged, sovereign governments could 
present a more convincing front than private entities. 

A British participant wondered whether a sovereign-to-sovereign confronta- 
tion was necessarily the best answer. Although it might be effective on questions 
of price or distribution, there were dangerous political undertones. If public 
opinion or radical leaders in producing countries realized they were dealing 


with governments whose policies they disapproved of, they could use the o 
supply issue as a means of exerting pressure. General Gowan had already aid 
privately, for example, that if Britain should adopt a Rhodesian solution which 
he could not support as an ardent African nationalist, he would be quite 
prepared to “punish” her by a temporary boycott of Nigerian oil shipment . 
Similar sanctions might be applied with respect to the Middle East conflict. 
Before giving unqualified endorsement, therefore, to the concept of sovereign- to- 
fotreign negotiations, we ought to assess the political consequences, to be 
sure we were not “jumping out of the frying pan into the fire . 

According to another British speaker, during the next 10 to 15 years the 
problem would be not so much the physical availability of oil in the world as 
the fact that supplies were concentrated in the hands of countries which were 
exploiting die situation for purely economic reasons. While the Western nations 
had allowed themselves to be divided and picked off one by one a national 
sense of common economic interest had united such diverse leaders as the 
Shah of Persia the King of Saudi Arabia, Colonel Qadhafi, and the prime 
ministers of Venezuela and Nigeria in a solid front. Our basic objective should 

be Totcciu%Tt P we would need “to use every single ff^^That some 
our armory” and the speaker alluded to the significance of the fact that some 
of the members of OPEC were totally dependent on the West for their secun y. 
The job would be more difficult now that Western foreign policy had managed 
to nroduce such unwanted effects as the solidarity between Saudi Arabia and 
Iran- “a right stand earlier on might have changed the whole bargaining 
situation.” In any case, some means had to be found now to , deal w ; tlr the 
sophisticated sense of common economic interest of the OPEC countries. 

An American participant suggested that it was idle to talk abcmt break^ g 
OPEC”. Their common interests were much stronger than anyt g 
be stacked up against them. Furthermore, the Saudi Arabians could run a 
economic monopoly on their own, without OPBC,a^«rejh— 
enough to realize that they could set the price of oil. Adm^t dly^bilateral 

friction between 

the developed nations. But the speaker doubted that anything ."“‘“jlistk 
form of relatively mild cooperation - not a formal con ron 

m Negotiations with the producing countries had to be earned out by ‘he off 
compSes There was no one else “in the front line”, nor was there soon likely 
to be It had been suggested that perhaps governments could s«how s 
guidelines within which the oil companies could conduct their confrontation- 
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type negotiations. This could be awkward, though, if the governments had no 
real power to exert and if their being prominently involved risked making 
matters worse. The companies certainly ought at least to keep their governments 
informed about the implications of what was going on, but beyond that the 


speaker was dubious about governments’ playing any really useful role in 


negotiations. 


A Netherlands participant, who was also sceptical about the chances of 
governments’ having much more success in negotiations than the oil companies 
had had, said nevertheless that “it would be a comfort if we had a better place 
to talk than we have now.” 

A Canadian speaker felt strongly that governments ought to become much 
more involved in negotiations, as the private oil companies had really ceased 
to be principals and had become essentially agents. Aggressive confrontation 
with the producing countries might not be as effective as less direct means, 
however. Emphasis on “breaking up OPEC” was misdirected. The first 
problem to be resolved was rather the absence of a common political will among 
the consuming countries. 

The moral aspects of this subject had been too easily overlooked, in the 
judgment of a French participant. There was something shocking about the 
idea that the developing countries - in the Persian Gulf, in Chile, or else- 
where - could simply take over and use the assets and techniques which inter- 
national companies had invested there. Those companies did not belong to a 
handful of individuals, but to thousands of people throughout the free world 
community who had invested their savings in them. To accede to their expro- 
priation would be to help to destroy a system for which we had been working 
for over a century, and which was the foundation of our prosperity. We 
therefore had to try to maintain good relations with the developing world 
while insisting that certain fundamental guarantees to investors be respected. 
The spread of inflation had added another dimension to the problem: we could 
not allow the price of essential raw materials to be set entirely in accordance 
with the wishes of the producing countries, without standing up for the vital 
interests of our consumers. In the last analysis, this was the duty of our govern- 
ments, and not of the oil companies. 


C. Transforming our relations with the Arab states 

Several speakers expressed the view that negotiations with the producing 
countries would be more fruitful if their context were broadened beyond the 
confines of the oil supply question. A Netherlands participant said that it was 
outdated to treat the Arab countries as if they were of secondary importance in 
the world’s economic system. Simply offering them more money would not 
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suffice - they would get that anyway. It was likewise foolish to advocate political 
or mfli’tary interventions. We needed instead to offer them the prestige of being 

t, »<• •-» w b„ 

sified by the instability and backwardness of their societies, resulting in psycho- 
logical complexes. with the accumulation of Middle 

Tta“t°n S .“r ought lo be directed at shaping »•» 

SL-pe with the Arab 

r.”“nk«S tad"pT«.nihe, l which the Arab, can participate 

tad brought ft to our present portion ot absolute dependence on the Middle 
taetern 'countries to our oi. mppliei. Thei, requested price 
simply a reflection of the law of supply and demand which we had alw y 
espouled If we believed that better relations with the Arabs were needed t 
secure our needs, we had to be prepared to offer them “something more than a 

c^thongh, .tat on. relations with rite Arabs would 
be much improved if we were to meet with them more regular y, an J 
L the urgency of a crisis, when conflicting emotions were bound to be ta>nn- 
The speaker had observed that sitting around the same table for several yea 

SgSSsSH 2Ss“ 

negotiations ’with the Arab's had 'no, been facilitated by hr, havrng been on 
”;^r”A;"r“n5nd.e Wes, was > conrtneudab.e 

objective but an extremely ’few people 

national speaker. Lackm S a ™ ’ internationa l relations. While their 

rirS SSS reaction, in private, the, felt constrained 







by the fanatical quality of public opinion from openly supporting any line 
which might be considered by their extremists as being pro-Western or against 
“the sacred cause of Arab nationalism.” 

A fuither reservation was voiced by a British participant, who felt that 
bringing the Arab governments into consultations about the whole range of 
economic and monetary problems would simply enable them to identify in 
gieat detail the weaknesses of the Western bargaining position. Moreover, it 
would inevitably bring into question their major political preoccupation’ in 
the Middle East, about which Europe and the US seemed unlikely to agree on 
a solution. 

Another British speaker, while not objecting in principle to the idea of 
bringing the Arab countries more into our political and social consultations, 
drought that this was an extremely long-term project. It did not offer an 
immediate inducement to the producing countries to maintain the flow of their 
oil supplies. 

D. Sharing available supplies 

A US speaker said that the struggle for shares of available oil supplies would 
impose unprecedented strains on the world. If it became an issue between the 
US and Europe, “it would be the greatest single threat to the solidarity of the 
Atlantic community that we’ve ever seen.” Resolution of this problem would 
require urgent and extraordinary measures. Another American participant 
remarked that the very tight supply situation during the next two years 
thieatened to provoke a scramble which would cause substantial political 
friction among the industrialized nations. In dealing with this crisis, it would 
be impossible for the oil companies to take it upon themselves to allocate 
available supplies among the various consuming countries. This job had to be 
done by the governments, who therefore ought to reconstitute and modernize 
the old OECD emergency plan as soon as possible. Governments should also 
move ahead on OECD exergency stockpiling plans, although they could not 
be implemented for at least three of four years because “we can’t stockpile a 
deficit in supply.” 

The notion of using the OECD Oil Committee as a forum for cooperation 
on supply arrangements was supported by several other interventions. A 
Belgian participant said that this would allow us to coordinate the positions 
of all the leading consuming countries, while making use of the established 
contacts between the OECD and experts in the petroleum industry. In his 
opinion, a broad range of responsibilities should be entrusted to the OECD Oil 
Committee. 

I lie fact that the OECD committee was already functioning was cited by a 


Swiss speaker, and a Netherlands participant agreed that it would be easier 
politically to use this existing vehicle than to create a new one. However, to 
permit the necessary cooperation by the oil companies, there would have to be 
a specific, formal relaxation of the US anti-trust laws. In the allocation of 
supplies, the immediate general interests of all consumers should take prece- 
dence over national and regional policies and longer range plans. 

To a Canadian speaker, it was important that any multinational action 
taken by the importing countries (a) should not be limited to the US, the EC 
and Japan, but should include other major consumers as well, and (b) should 
not appear provocative to the exporting countries. In light of these objectives, 
it made sense to expand the range of activities already underway in the OECD 
Oil Committee. The fact that oil supply questions had not heretofore been 
given sufficient priority within the OECD was the fault of the member govern- 
ments and not of the secretariat. 

An American participant remarked that he sometimes worried more about 
getting along with the Japanese than with the Arabs. One had heard reports 
of the Japanese touring the Persian Gulf and categorically rejecting any idea of 
cooperation on any level, let alone joining in a sort of united consumer front. 
As they were much more vulnerable than the US or Europe to a cut-off in 
Middle East oil supplies, they might well be tempted to break away and make 
two or three pre-emptive deals. This was a critical danger that America and 
Europe should be working in concert to avoid. 

A general description of the activities of the OECD in the energy field was 
provided by an International participant. A comprehensive long-term energy 
assessment project had been begun in 1972, aimed at reviewing the outlook up 
to 1985 for energy resources, supply and demand relationships, environmental 
considerations, technological developments, implications for the monetary 
system and the developing countries, and so on. Within five months, such a 
sense of urgency had developed that the project had been split into two parts: 
one to continue the long-term assessment, the other to concentrate on the 
short-term supply problem and the need for cooperation between now and 
1980. A paper on the latter subject was scheduled to be completed very shortly, 
which would enable member governments to assess the problems and to decide 
on a course of action. 

In any case, it was clear that the Oil Committee and the High I.evel Group 
would need to change their procedures and working methods in order to deal 
with emergencies and to try to prevent them. The present emergency scheme, 
designed for Europe, would need to be extended to cover North America and 
Japan as well. Tire speaker was confident that appropriate ways would be 
found within the OECD to associate the efforts of governments and the petro- 
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leum companies in meeting their responsibilities in this field. 

In response to a question from the Chairman, the speaker said that the 
question of direct contacts between the OECD and the oil producing countries 
had not yet been discussed between the member governments. However, he 
thought that the possibilities there were definitely limited. On the same subject, 
the British participant who had proposed the creation of an “action committee” 
said that he would not exclude the possibility that the OECD Oil Committee 
could form the basis for such a body, but it would have to be thoroughly 
reorganized to enable it to take the kind of direct action in dealing with 
producing countries that he had in mind. 

E. Alternative sources andfoims of energy 

A French participant wondered if cooperative development of the Soviet 
Union’s oil and gas reserves would not serve the double purpose of reducing our 
dependence on the Middle East and improving East-West relations. To this 
suggestion, a German speaker replied that the Rusians were already net 
importers of natural gas (as they were buying it from Iran), and had already 
reached the limit of their possibilities for at least the next few years. They 
might develop more production with American help, but this would go to the 
US, not to Western Europe. 

An American participant described the proposed US-Soviet natural gas 
deal as “most extraordinary.” In essence, the Russians were hampered in de- 
veloping their Siberian resources by both technological and budgetary con- 
straints. They had therefore asked the US to finance this development (which 
would take five to eight years), in exchange for which they would sell the gas 
to American consumers at four times the price they were now paying. During a 
subsequent eight-year period, the Russians would reimburse the US de- 
velopment loan, after which there was a vague commitment by the US to 
continue to buy gas in return for the Soviet’s earmarking those revenues to 
purchase American goods. In short, the US payments deficit would be 
increased to allow the USSR to maintain its military budget. The only possible 
justification of this deal was that of political advantage, which was used “to 
cover all kinds of crimes.” 

Another American speaker thought it extremely doubtful that the US- 
Soviet gas deal would ever go through. 

A Norwegian participant advocated the intensification of exploration and 
production in areas much nearer to the major consuming countries. Transport 
costs from Alaska and the North Sea, for example, would be less in the long 
run than the expense of shipping oil around Africa. 

In the opinion of a French speaker, we had lost sight of a fundamental eco- 
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nomic rule: energy, like any commodity, had its price. For too long, Europe 
and America had consumed cheap fuel without setting aside financial reserves 
for its replacement or substitution. We had now belatedly to recognize that 
prices needed to be high enough to meet the demands of the producing coun- 
tries as well as to cover the costs of research and development for new fuel 
sources, notably atomic energy. And we would only be credible in the eyes 

of the Arabs if we moved to develop alternative resources. 

An American participant argued that any effective program of international 
cooperation or consultation had to be built on the foundation of various 
national programs, designed explicitly to meet the strategic goals of each 
country and endowed with the institutions, the people and the money to carry 
them out. With these underpinnings at the level of national capabilities, we 
would have the basis for an international coordination and harmonization of 
energy policies. 

As an example of an appropriate national program, the speaker proposed 
the following “plan for American energy independence” : 

1. The existence of a national energy emergency should be recognized, 
based on sharply increased oil imports from the Middle East, the precarious 
reliance on them for the continued operation of the economy, and the huge 
anticipated drains of foreign exchange. The legal precedents for declaring an 
emergency in such circumstances were well established. 

2. A National Energy Authority should be created with a ten-year life. Its 
mission would be aided by an Energy Finance Corporation. 

jj. These long-range strategic goals should be adopted : 

(a) Allow for an annual growth rate of 3 per cent, instead of 4 !4 per cent, 
until 1985. 

(b) Aim by 1985, to meet 50 per cent of US energy needs from coal - and a 
minor part from shale, largely in the form of gas from coal - at costs of 
less than a dollar per million BTUs. This would allow reduction of oil 
imports by 1985 below five million barrels a day, or ten per cent of 
forecast demand. Ten per cent of US energy needs should be met by then 
with nuclear power. 

(c) These objectives would require: 

i. an increase in annual coal production from 500 million tons to two 

billion tons, at a cost of at least $ 1 5 billion ; 

ii. construction of shale oil plants with a capacity of one million 
barrels a day, to determine feasibility and environmental impact; 

iii. requirement that some small percentage of refinery feedstocks be 
synthetic, from coal or shale ; 

iv. a “crash program” to evaluate the four coal gasification processes, 
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so that within two years the best one or two could be chosen; 

v. construction of coal gasification plants to process a billion tons of 
coal by 1 985, at a cost of $ 50-60 billion ; 

vi. progressive insistence on stack gas desulphurization; 

vii. reservation of increased amounts of oil for transportation uses ; 

viii. construction of the necessary pipelines, railway facilities and other 
infrastructure. 

All these steps could be achieved by contracts with public and private 
authorities, using the Energy Finance Cooperation only when private capital 
were not available. 

4. These short-range goals should be pursued by the National Energy 
Authority : 

(a) Clear the way for a superport, to permit unloading of 250,000-ton 
tankers on the east coast, at a cost of $ 1-2 billion. 

(A) Acquire inland sites for a strategic crude reserve of, say, one billion 
barrels (too days at 10 million barrels a day), with fuel inventory and 
storage costs of $6-8 billion. 

(c) Acquire sites for clean refineries. 

{d) Break the deadlock on the Alaska pipeline. 

(c) Promote offshore east coast oil and gas exploration and production. 

(f) End the stalemate on nuclear development by putting future plants at 
least 500 feet underground in tight geologic formations, so that melting 
would not be disastrous. 

(g) Support various research and development activities. 

The speaker believed that shortages of fuel oil, gasoline and natural gas 
within the year would make it clear that the elements of a national emergency 
existed, but that the US, like other countries, could successfully surmount 
such an emergency if it were willing to work hard at it for at least a decade. 
Congressional and executive leadership were essential, though, in pushing 
through an emergency program. 

Seeing the US moving ahead on a credible, realizable plan to withdraw from 
its dependence on Middle East oil should be welcomed by the OPEC coun- 
tries, which were anxious to conserve and stretch out their reserves. It should 
also have a beneficial effect on Europe and Japan, who would be promised 
some eventual relief from the scramble for Arabian supplies, and would at the 
same time be encouraged to work on their own development and conservation 
programs. 

The foregoing proposals were welcomed by another American participant 
as a good program to reduce the West’s dependence on the Middle East, but 
he thought that they would take nearer 20 years than ten to achieve, and would 
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cost more than the estimates given. A disproportionate amount of US steel 
capacity would be required, and limiting the nation’s growth rate to three 
per cent would seriously impinge on economic activity and employment Most 
important, he wondered whether the program could be accomplished the 
public sector as quickly and efficiently as it could be by utilizing the resources 

available in the private sector. , , 

The proposals for US energy independence were endorsed by several o e 
speakers. A German participant said that Europeans should press ahead in the 
same direction. He called for a thorough energy review, both at national and 
Community levels, and wished that the EC could “invest the same kind of 
intellectual and administrative talent in this problem as it does m that strange 
construction called its ‘agricultural policy’”. A Norwegian speaker hougM 
that the long-term aspects of the proposals were even more 
those relating to the next decade, for Europe as well as the US, as the hydro 
carbon as a source of energy is historically going to be an episode, , -d Uiot an 
epoch ” By the year 2000, hydrocarbons would be used chiefly as a raw mate- 
rial and for certain forms of transport. Conventional energy would be solar, 
p-eothermal. nuclear and coal-based. 

S An American participant cautioned against a “quest for energy autarky on 
the part of the US alone,” which would have a pernicious effect relatl °™ 
between Europe, Japan and the US and be counterproductive for the energy 
p oblem itself In the opinion of another American, though, the program in 
question did not involve “going it alone” at all. The US would still be very 
much in the oil market, importing probably five million barrels a May 1^1985. 
This would be rather a cooperative action, taking advantage of a particular 
source of energy the US had in abundant supply and thus easing the strain 

caused bv American buying from European refineries. . 

Although he thought it unlikely that the Arabs would not increase their off 
production during the next several years, an American participant said that 
“something other than hydrocarbons is absolutely essential for the °^ er ru ^ 
If alternative forms of energy did not come into the picture by 1980-85, our 
problems would be infinitely worse than the ones we envisaged now for 1980. 
Enormous volumes of coal were available, for one thing; oniy seven or eight per 
cent of recoverable reserves had been consumed so far in y 

world. Shale reserves were also substantial. Governments should be concer ing 
their efforts in research and development for these and other resources. 

German and Netherlands speakers recommended that Europe reconsider 
closing of its coal mines. They did not look competitive at this juncture but 
they might be ten years from now. A French participant on the other hand, 
did not believe that the European coal industry warranted additional invest- 
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ment. Perhaps ioo million tons more of coal could be mined in Europe, but 
200 billion tons would be needed by 1985 and twice that much by early in the 
next century. The price of European coal energy would be at least two centimes 
per therm, while it was estimated that nuclear power plants could produce 
profitably at 0.8 per therm. 

The author of the American working paper stated that the reserves of shale 
in the US and of tar sands in Canada represented hundreds of billions of barrels 
of oil content. One should not be misled by these figures, however, as the 
extraction costs would be substantial. To produce a million barrels a day of 
shale oil, for example, would require handling perhaps 500 million tons of 
shale, nearly as much as our present production of coal. There were also 
environmental factors, such as the inadequacy of water resources in the areas 
where shale was found and the problem of disposal of the expanded shale after 
extraction. Consequently, we could probably count on production of no more 
than 500-800,000 barrels a day of shale oil by 1980-85. Work on tar sands was 
further advanced, and we could anticipate production of perhaps 600-700,000 
barrels a day by the early ig8o’s. While shale and tar sands could thus make 
significant contributions to our supplies, much greater reliance should be 
placed on coal and nuclear energy. 

In the judgment of a Canadian participant, the enormous potential of tar 
sands had not been generally recognized. The Athabasca tar sands in the 
province of Alberta contained reserves of some 50 billion barrels on the 
surface and 250 billion barrels below it. In the light of technological break- 
throughs and the increased price of crude oil, the exploitation of those surface 
reserves had now become economically feasible. The construction of eight or 

10 plants there would allow Alberta tar sands to take up perhaps 10-15 per 
cent of the slack in US import requirements from the Middle East. In the 
process, industrial companies would be encouraged to work on further techno- 
logical improvements which would make extraction of the underground reserves 
profitable. 

A British speaker referred to the lead time required for the tar sands project, 
and said that as soon as development was economically justified by the world 
price of crude oil and/or some politically-sponsored incentive, the international 

011 companies would certainly be prepared to move ahead. 

Another Canadian participant replied that, by 1975, the accelerating price 
of crude oil should have passed the current production price of tar sand. The 
speaker went on to say that nuclear energy offered the best early opportunity 
to replace petroleum for the static generation of energy, i.e., for non-trans- 
portation uses. There were serious problems including enrichment, prolifera- 
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tion and waste disposal, and the OECD was the best forum for a cooperative 

re Two h S e wedlsh participants agreed that urgent international action was 
needed on nuclear enrichment and the handling of wastes. According to some 
estimates, the electricity companies would rely on nuclear power fc . half of 
their production by the mid-ig8o’s. Uranium enrichment capacity, 
confined largely to the US, would be fully utilized by about 1982, so Europe 

Europe had nearly reached its limit m 
hvdroeletric production, coal was uneconomic, and solar energy ay 00 ar 
i„ the future. Nuclear energy gave the only promise of reducing our de P ende ™ e 
on petroleum This meant that Europe had to devote itself, not only to the 
problems of uranium enrichment and safety, but also to the task of gre y 
enlarging Its 'electric transmission capacities. The cost of developing nuclear 
power plants and related transmission lines would not be any greate. than a 
naralld program for, say, producing energy from North Sea oil. But even wi 
optimum growth of electricity based on nuclear power over the next quarter- 
century, France would only cut her dependence on oil in half, so that problem 

" A BriS^^eding that we would be greatly de^u^onnud* 
energy a decade from now, wondered if we could calmly accept ‘ 1 

involved. Safety objections might be met by deep underground banal of 
breeder reactors, but there would be a thousand of them > m the US aj on e Th 
disposal of hot wastes would require a solution which would be valid tor 1 
dreds of thousands of years, and the transportation of plutonium on a larg 
scale involved risks of highjacking. Although we could hope to finds ° lu ^° nS 
which were not yet evident, was it not prudent to question our whole trend of 
economic growth, and to encourage only those forms of technology w 

what action the OECD was taking concern- 

technology. two G f those subjects were 

An International speaker replied that tn mi 

study. The realization of fusion projects lay beyond the year 2000, so it was 


53 


not on the pre-1985 priority list, but this subject would come onto the research 
agenda in due course. 

Referring to the implication in a previous intervention that uranium was in 
limited supply, a Canadian speaker argued that it was a relatively common 
mineral available at fairly reasonable prices. Fear of a shortage of uranium 
should therefore not deter the development of nuclear energy. Although the 
fusion reactor was not likely before the end of the century, the technology of 
reactors for the generation of electricity was well advanced and could soon 
provide a substantial answer to the supply problem. 

An Italian participant agreed with this forecast, but expressed disappoint- 
ment that national rivalries had subverted Euratom. If Europe ever hoped to 
have a measure of energy independence, it was essential to revive nuclear 
research and development at the Community level. A German speaker 
concurred in this prescription. 

The author of the International working paper explained that the failure of 
Euratom had been assured when the purely research aspect had become 
subservient to industrial applications; then each country thought it could do 
better than its neighbor and make more profit than by working in unison. 
Unfortunately, this tendency was not limited to the nuclear field: producers of 
coal, oil and electricity were all in favor of rational energy policies, until 
imports, or increased costs, or public controls interfered with their freedom. 
We would all agree on energy policies for our neighbors, but not for ourselves. 

A British intervention suggested that lack of a coherent European energy 
policy should not be blamed on the EC as a whole, but on the Council of 
Ministers, which had failed to implement sensible recommendations. Recent 
Community debate on the energy question had in fact been “far more im- 
pressive than anything we have had in the House of Commons.” 

This position was endorsed by an Italian speaker, who pointed out the result 
that the Commission’s statements on energy were becoming weaker and 
weaker. About all that was left of Community policy were the internal aspects, 
whereas external relations - with the US, Japan, the producing and developing 
countries — ought to be more important. At the same time, the speaker was 
sceptical about the revival of Euratom, as he did not favor sector policies. If 
Community nuclear policy were to be based mainly on research problems, he 
would prefer to stress the industrial aspects. 

A “global crash program” on nuclear fuels was advocated by an American 
participant, who remarked that we had all mistakenly assumed 20 years ago 
that “the nuclear age was around the corner, and that a substantial amount of 
our power would come from nuclear sources.” 

A Belgian speaker reminded the meeting that the word “nuclear” still 
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favorably than a fuel oil plant. 

III. What Can Be Done about the Demand Situation? 

A. The validity of consumption forecasts on which ^ 

countries approaching zcrc ' P°P“ lat * ’ blic be educated as well to 

« * 

conditioning, overheating and the proliferate r tSriT^»jectbns of 
The author of the American working paper conceded mat p j 

indeed covered , wide ,-nge. be»e,» *e 

slerrl" And how much could b, 

governments recognize that ener gy eco y min or restraints could 

and devise systems of incentives and dismcenti Y f rado ning 

produce striking results, and the alternative was a menacing system 

and increased prices. 

B. Economic, political and social^ demand curves from 

A Swedish participant said that a reduc : wiU „. The market had 

present projections was ‘ large y a qu “ 10n J other _ and certain physical 
to be manipulated by a price mechanism - taxes or ^ ^ ^ Jf 

restrictions and infrastructure inv ’ sector to be severely hurt 

solutions were not found, industry would be the hrst secto 
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by energy shortages. It was therefore in the interest of industrialists to accept a 
certain amount of political intervention. It was difficult, though, for any one 
country to “go it alone”, and international targets and programs to reduce 
consumption would help politicians to enact necessary measures which would 
not always be popular. 

The American participant who had proposed a plan for US “energy inde- 
pendence” believed, on the other hand, that international cooperation to 
reduce consumption would be effective only if there were strong national 
programs. The extravagant waste of energy in the US was appalling; per capita 
consumption was three times as great as in Europe, but the quality of life was not 
proportionately better. This indicated substantial opportunities for saving if 
appropriate incentives and disincentives were adopted, and the speaker thought 
a reduction in annual demand growth from 4 1 /,, per cent to 3 per cent was 
“politically saleable now”. 

A British participant asked whether the disproportionate per capita con- 
sumption of energy in America as compared with Europe - which was expected 
to drop very little before the end of the century - was due more to inefficiency 
in the industrial sector or to the extravagance of private consumers. The 
author of the International working paper replied that the higher US con- 
sumption had two explanations: first, the much larger size of the country meant 
that transportation costs were greater; and second, there had always been 
more waste, since energy had been traditionally cheap in the US. 

A comparison of working conditions today and a generation ago in US 
factories, mills and offices was offered by an American participant. Much of 
the improvement in workers’ health and efficiency was attributable to the 
advent of air conditioning and air cleaning, and American offices and plants 
now routinely incorporated those features. Another, less positive, development 
during recent years had been the steady decline in the reliability of commuter 
railroad service, which had brought many Americans to rely increasingly on 
their automobiles to get to and from work. 


Thus, much more was at stake than simply checking “the unrestrained 
desires of the consumer”. The speaker warned that “a very sharp decrease in 
the gross national product and a tremendous amount of labor turmoil” could 


result from a wholesale cutback in American energy consumption. 

Several participants referred to the particularly depressive effect which a 
reduction in energy consumption would have on the vulnerable less-developed 
countries, who were just now poised to make new advances on the social and 


economic scale. The consensus was that special preferential arrangements were 
warranted to guarantee the “third world” import and consumption levels 
sufficient to sustain its momentum toward development. A British speaker 
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pointed out, however, that 92 per cent of the automobiles in the world were 

located in North America, Japan and Europe. 

The importance of an informed public opinion was stressed by a number of 
participants. A Danish speaker said that people would be willing to suffer 
hardships and restrictions if they understood the reasons for them. As things 
were, perhaps three-quarters of the European population did not know what 
the “energy crisis” was all about, which made effective political action difficult. 
The oil companies could not very well take the lead in an educational program, 
as they were rather unpopular and would be suspected of bias. An organization 
such as the OECD, however, could possibly divert a small part of its long-term 
research budget into the immediate task of bringing home to the people of 
Western Europe what was at stake, and what some of the solutions were. 

A11 American participant felt that reduction of demand in his country would 
be aided by a new energy crisis statement from the administration, suggesting 
specific consumer actions and attitudes that would cut consumption. A change 
of orientation in advertising by the energy industry in general would also be 

helpful. , 

Another US speaker said that the energy crisis was so far too abstract and 
potential for the public to grasp, and a Netherlands intervention suggested that 
many industrial leaders as well lacked a sense of urgency about the problem. 
A Swiss participant countered that a perusal of newspapers and magazines 
during the past six months would have made the man in the street well aware 
of the nature of the crisis. 


: 


C. Avenues towards better fuel economy 

1 Reducing industrial and household consumption 

A Canadian participant spoke of the great waste of energy (perhaps as much 
as half of consumption in the US), and proposed that we attack the problem 
on that front as well as on the supply front. It had been said that waste in 
industry was even greater than among private consumers. We needed some 
control over the end use of energy, “to divert it from socially unproductive to 
socially productive uses.” One method would be for utility companies to stop 
giving quantity discounts and start charging quantity premiums. 

A Netherlands speaker thought that industry in general could achieve 
substantial savings on its fuel bill. He also pointed out that some of the northern 
countries had done an excellent job of insulating their dwellings, bringing their 
heating costs below those of the rest of Europe. A German participant added 
that Europe was not as overheated as the US, but that a lot of unnecessary air 
conditioning was perhaps coming in vogue. Referring to a previous American 
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intervention, a British speaker wondered whether it was really necessary to 
rebuild office buildings in order to open their windows. 

An American speaker said that we ought to train and use many more 
experts in the field of fuel efficiency and conservation. Most of the know-how 
today was concentrated in the hands of people who stood to profit from the 
greater use of fuels; it was unrealistic to expect them to advise on ways of 
reducing demand. 

Certain countries had set examples that were worth emulating. In Norway, 
a high level of insulation was required to qualify for a house mortgage loan ; in 
Britain, a National Fuel Efficiency Service had given helpful advice during the 
period of postwar construction. A cooperative effort now among, for example, 
the OECD countries could assure the development and exchange of new 
expertise on fuel conservation. 

2 . Improving transportation efficiency 

Many of the participants were convinced that a radical change in our modes 
of transportation was the key to a substantial reduction in energy demand. 

A Canadian speaker said that over 75 per cent of the energy input in 
American automobile engines was wasted. He condemned the “monsters of 
Detroit, which use twice as much fuel to go half as far as the cars built elsewhere 
in the world.” A US participant agreed that American cars were wasteful, but 
estimated their fuel consumption at simply twice as much per mile as European 
models. 

Another American participant was troubled by the apparent philosophical 
assumption by many people in his country, including the young, that they had 
“some kind of right” not to drive small automobiles. One measure proposed 
by a German speaker was to limit automobile ownership to those over q 1 . It 
was essential to prevent the proliferation of private transport, even if this 
meant subsidizing mass transport to the point of reducing fares to zero. 

A Belgian intervention emphasized the need for a “psycho-social and 
political” reorientation of our values, to enable an efficient network of public 
transport to replace our “absurd system” of urban transportation by private 
automobiles, with its attendant problems of parking, road congestion and air 
pollution. Although this reorientation would not completely solve the energy 
problem, even a marginal reduction in demand would be welcome in the 
supply crisis which lay ahead. 

The fact was, as a British speaker mentioned, that family holiday travel by 
private car, for instance, cost a fraction of the railway fare. Could one realistic- 
ally expect subsidies of public transport that would be large enough to close 
that gap ? 
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Another British participant sought to put this part of the discussion in 
perspective by pointing out that automobile gasoline accounted at most for 
1 5-Q0 per cent of a barrel of oil. Although this was important, it was not the 
major issue. “We’re talking about fuel oil, diesel oil,” he said. “Those are the 
main uses of energy. The automobile market is the least of our problems.” 

An American speaker, responding to a British question, feared nevertheless 
that gasoline shortages and rationing could cause unemployment and tremen- 
dous social disruption” in the US automobile industry. A German participant 
was inclined to share that concern. He foresaw “enormous consequences” for 
the automobile industry and for our economies as a whole if oil became much 
more expensive or was in really short supply. 

On this point, an Italian speaker offered the following statistics and forecasts : 
The present world automobile market amounted to 34 million cars. Three 
million people were employed in producing them, and another three milion 
worked in related manufacturing. The automobile industry accounted for 
around 15 percent of total energy consumption. 

By 1980 and beyond, there was the chance of a smaller engine, an accelerated 
switch from gasoline to diesel fuel, and possibly an electric or steam car. 
Besides these changes in the motor car itself, there was the possibility that the 
motor car would be supplanted in part by public transportation; but that 
would entail educating people to new conceptions of towns and different ways 
of living, which would take time. 

In short, the forces tending to reduce the automobile’s share of energy 
consumption would not be felt for at least six to eight more years. At the same 
time, the campaigns for cleaner air and greater auto safety would mean in- 
creased gasoline consumption through antipollution devices and bigger cars. 

The US automobile exhaust device would require an additional million 
barrels a day of gasoline in 1976, according to an American speaker. This was 
more than all the proposed production of oil shale - “a little counter-pro- 
ductive !” Two other Americans and a British participant argued that it was 
essential that the US defer the imposition of its anti-pollution measures 
beyond 1975. As one of them put, it, “the goals of the environmentalists are 
excellent, but their timetable has proved to be impracticable.” Exporting these 
American standards to Western Europe would just compound the problem. 

A French speaker referred to the relation between gasoline shortages and the 
slowdown in refinery construction due to environmentalist restrictions. Legiti- 
mate motives were involved, but one could never hope to regain the clean air 
of the horse and buggy days of 1850. 
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3 - The validity of fiscal measures 

center 118 WGre diVided ab ° Ut the effeCtiv — of ‘ax incentives or disin- 

A Belgian participant explained that in the i? 
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An Italian speaker observed that the automobile was responsible for about 
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20 per cent of total energy consumption in the US and 13 per cent worldwide. 
If higher taxation on gasoline and/or big engines were to reduce engine sizes by 
40-50 per cent within eight years, die effect would be merely to cut the per- 
centage of energy consumed by cars from 13 per cent to 10 per cent. Thus the 
impact of fiscal disincentives would not be significant, in his judgment. 

A Netherlands participant reported that the attempts in his country to 
replace the motor car with public transport by means of price policy had 
failed. It would help to modernize the trains, but that would require huge 
investments. In the long run, the only way to be sure of checking the use of 
automobiles - which was essential - was by physical restrictions on the roads 
and parking facilities. 

The author of the International working paper agreed that elasticity of 
short-term demand in the transportation field was rather low. So far in Europe, 
the heavy taxation of gasoline for general budgetary purposes had not reduced 
demand, although it could eventually push much of it from gasoline over to 
diesel oil. 

In general, though, the speaker warned against “rationing through the 
purse strings.” The acquisition of automobiles and household appliances by 
more and more citizens represented commendable social and economic 
progress, and government action to increase the price of fuel ought to be the 
very last measure envisaged. 

IV. The Monetary Impact of the Oil Crisis 

A. Expected changes in patterns of trade, investment and payments 

An International participant discussed the likely balance of payments 
implications of oil developments during this decade for the OECD group, the 
OPEC members, and the less-developed countries. 

As of 1972, the OECD area imported $17-3/4 billion worth of oil from 
OPEC countries, who had a $6-3/4 billion trade surplus with OECD. It was 
impossible to make accurate forecasts for several years hence, with the varia- 
tions that might occur in volume and price, but the general order of magnitude 
would be that, by 1980, annual oil imports from OPEC would increase as 
follows: for North America, from $2 to $19 billion; for Europe, from $9.2 to 
$37 billion; and for Japan, from $2.4 to $19 billion. In total, $75 billion of oil 
imports from OPEC into the OECD area. 

To arrive at the net balance of payment impact, one had first to deduct from 
that figure about $15 billion for revenues for transportation and profits of oil 
companies. Then there would be payments for goods and services imported 
by the producing countries, varying widely from one to another according to 
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their absorptive capacities. On average, these items would total $40 billion, 
bringing the net figure down to 8 20 billion. To this would have to be added 
the producing countries’ earnings on their investments, say, 85 billion. The 
net result would be a current account surplus for the OPEC countries in 1980 
of around S25 billion with the OECD area. This would add up to something 
less than one-half of one per cent of the gross national products of the OECD 
area by that time. 

The OECD group currently aimed at keeping a surplus on current account 
of about one-half of one per cent of GNP with the developing countries, 
representing our transfer of real resources to them. So, assuming no change in 
aid policies, the OECD area as a whole would no longer have a current account 
surplus, and its capital account and current account would be roughly in 
equilibrium. This overall picture would be very uneven, of course, if it could be 
split up for individual countries; some European countries would import less 
energy in 1980, the US and Japan much more. 

However, as the US stood to benefit substantially from increased exports 
of goods and services to the OPEC group, and as OPEC investment funds 
would be flowing to the US, there was no need to be especially pessimistic 
about the net impact on the American balance of payments, although there 
was a new element of uncertainty in the picture. 

Unfortunately, the prospects for the balance of payments of the developing 
countries were much less encouraging. Even if they did not increase the volume 
of their oil imports, they would still have to absorb OPEC price increases that 
were estimated to eat up more than half of the official development assistance 
they would receive between now and 1980. The OPEC countries would thus 
gain reserves which they would again invest in the OECD area, which - instead 
of remaining in balance - would show additional surpluses gained at the 
expense of the developing countries. 

The latter in turn would have to cut down on their imports from OECD, 
giving rise to a major policy problem. As the OECD countries as a group 
would no longer have a current account surplus with the rest of the world, 
they could not expect to earn back within the OECD area additional exports as 
compensation for higher oil imports, and the only way to build up a current 
account surplus again would be by increasing capital exports to the developing 
countries. In short, there was no doubt that these oil developments would make 
it substantially more difficult to get agreement on balance of payment aims and 
corrective policies. 

In answer to a British participant, who had challenged the basic 84 a barrel 
figure as being “grossly over-optimistic,” the International speaker replied that 
it was not too far off the mark for estimate purposes. He cautioned, though, that 
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all his figures should be taken with great reserve. For one thing he had not 
mack any assumption about price increases of industrial exports to OPEC 
countries although he assumed they would occur as a result of inflation in the 
OECD a^a and die higher cost of energy . 

tion in terms of trade for the non-OECD world, including the OPEC country 
The British speaker countered that continued productivity increases in O 
would tend to lower the prices of our manufactured exports, worsening our 

te Tn American speaker pointed out that one official US estimate of the future 
defined price had been as high as 85 a barrel - which was now perhaps on 
£ low side - but that certain cost factors would reduce the net return to he 
producing countries by around $1. Two other American participants reported 
dial the author of the estimate just referred to - Mr. James Akin 
subsequently said that the $5 figure would prove to be too low, and might 

in< An^American speaker* said ffiatffil' own analysis had confirmed the broad 
conclusions indicated in the preceding International interv “; 
our oil price assumptions were probably too conservative, but 812 looked 
outside the upper limit. Balance of payments forecasts were always bound to 
be wrong, especially when one tried to deal with isolated sectors, ignoring the 

tKtSi the US would not f„. * well „ Europe o^ 

with Western Europe, and if that trend continued, the UScouldlookforw 
to a 86-8 billion trade deficit. That was not an enormous figure as a percentage 
of GNP bu it was large in relation to recent deficits. Europe could end up 

which might amount to 83 billion. , , - c effect of the 

A British speaker warned against underestimating the dy na “ c e ™ Ct 
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B. Consequences for the international monetary system 

The potential impact of oil developments on the world monetary system was 
dramatically indicated by an American participant, who said that before the 
end of the century some 350 billion barrels of oil would be produced in the 
relatively small geographical area at the headwaters of the Persian Gulf. This 
production would be worth from one to more than three trillion dollars, 
according to the price per barrel. 

A French speaker said that the fixing of prices and the settlement of pay- 
ments had to be done within the framework of a coherent monetary system, 
which we did not have at present. Underlying the current demands for price 
increases was the realization by the Arabs that the purchasing price of the 
dollar had recently declined substantially and might continue to do so. 

An International participant mentioned that representatives of the OPEC 
countries were involved in the discussions of the Committee of Twenty for the 
reform of the monetary system. They were “talking sensible, businesslike 
language” in requesting a stable system which would enable them to invest 
their oil revenues. Both the public and private sector should seek to enlarge the 
scope of their meetings with financial representatives of the producing coun- 
tries, not only on monetary questions but also on development assistance, 
where they could share significant responsibilities even if they did not become 
normal donors. 

These remarks were seconded by an Italian speaker, who added that early 
reform of the monetary system was essential to solve the liquidity problem and 
to encourage the OPEC countries to make longer-term investments. He did not 
foresee an early end to the US balance of payments deficit, as the freedom it 
conferred on American monetary and fiscal policy would be hard to give up. 
Even if there were an official intention to end it, the measures employed were 
likely to be ineffective. 

In the judgment of a Dutch commentator, the build-up of “hot money” in 
the Eurodollar market was making it increasingly difficult to create an efficient 
monetary system. So far, though, the oil money did not seem to be an espe- 
cially aggravating factor, as it probably represented at most a quarter of the 
$100 billion Eurodollar market. In the most recent crisis on the foreign 
exchanges, when some $t 5 billion had to be taken in by the central banks of 
Europe and Japan, probably not more than 82-3 billion came from the Arab 
countries hedging against the dollar. The problem would be potentially worse, 
however, as larger amounts accumulated in the hands of the Arabs, especially 
if they clung to their preference for liquid, short-term investments. 

An American speaker agreed that there was little evidence that the official 
funds of Arab nations, or even of their of oil companies, had contributed to 
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the recent large exchange movements. The monetary authorities of the pro- 
ducing countries had “behaved extremely conservatively and rather well.” 

A Belgian participant said that, while the oil producing countries had 
admittedly not been exclusively responsible for the “hot money” flows, they 
had had a sufficiently marginal role in the recent disturbances to give cause 
for concern. This volatile new element in the short-term market made it all 
the more imperative that we reorganize the monetary system. In that context, 
we should give serious consideration to extending the application of the two- 
tier exchange market (one for commercial, one for financial transactions), 
which had already proved its efficiency in his country. 

In the view of a Canadian speaker, the OPEC countries would sooner or 
later become absorbed in developing their own economies, for which they 
would need to import our technological and material resources. Consequently 
there would probably not be the fundamental balance of payments disruptions 
that we had feared. To what extent the balances being accumulated in the 
meantime could be called “hot money” was a matter of speculation. The 
investment of short-term funds was bound to follow certain immutable laws of 
supply and demand. 

A Norwegian intervention alluded to the difficulty of measuring the segment 
of the Eurodollar market that constituted “oil money”, including freights from 
flags of convenience tonnage. Elevating the dinar to the status of a major 
convertible currency was a possibility that had been rumored in some quarters. 

A British participant said that our work in reforming the international 
monetary system should not be dominated by the oil issue. Conceivably, 
though, the Arab countries would benefit indirectly from whatever solution 
the Committee of Twenty might find to the problem of international reserves. 
Perhaps the recent rise in the price of gold reflected the Arabs’ concern about 
the dollar. If gold advanced to three or four times its present level, as some 
people were predicting, the speaker would favor letting the producing coun- 
tries “have all the gold in the world at that price, if they consider that a more 
adequate reserve.” 

As big as the monetary impact of the oil situation might become in the 
future, it would be “only a little addition - not much more than a tenth - to 
the deep mess which we are in already,” according to a German speaker. “We 
have first to solve the basic mess and then see to the oil problem, and not in the 
other order.” Unless the US soon took impressive steps to restore international 
confidence in the dollar, growing amounts of central bank reserves would be 
set loose - and not just on the fringes of Europe, where the process had already 
begun, but throughout the world. We would then have to deal with a Euro- 
dollar market of $200 billion, twice as big as it was today. 
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The quality of American discussion of this problem, both at home and with j 
governments abroad, indicated that few had a convincing grasp of its com- 1 
plexities. American legislators and lobbyists were talking about tariffs and non- f 
tariff barriers to trade, but the effect of such barriers had been dwarfed by the 
currency devaluations and revaluations of the past six years. The US had not 
acted quickly enough to raise interest rates to attract funds from abroad, nor 
did it offer incentives for the repatriation of capital gains, which were held 
abroad “to buy more corporations in Europe and in other places.” At the same 
time, Americans deplored the fact that Europeans did not help them to over- 
come the gap in their trade balance. 

Over the past several years, the US had become accustomed to consuming 
more than it produced, while “insane developments of structure” in Japan and 
Germany had led those countries to produce more than they could consume. 
Adjustments under the system of fixed exchange parities came too late or not 
at all. It was too early to say whether floating rates would work any better. 

Unless, confidence in the dollar returned, world monetary reform would be 
just “an abstract academic exercise.” America’s friends would help her, but 
first she had to set her strategy. Eventually we should work toward an inter- 
national federal reserve system which could impose rules on foreign currency 
accounts. If the Euro-markets had been subject to regulation in the way that 
national banking systems were, things would not have gotten out of hand as 
they had done. It was important to recognize that the oil money question was 
merely a part of this much larger framework. 

An American participant replied to various points which had been raised in 
the preceding intervention. He did not think that many of his compatriots 
regarded the forthcoming trade negotiations as a substantial mechanism for 
improving the US balance of payments. However, they would like to see a 
change in the EC’s common agricultural policy and its trade preferences for 
Mediterranean countries and EFTA neutrals. 

There were signs that the new exchange parities had “cut down to the bone,” 
and the speaker looked for steady improvement in the US balance of payments 
over the next two or three years. The disparity in savings rates from one part of 
the world to another was disturbing, however. This suggested the need for 
more frequent parity changes or a really “clean float”. America’s propensity to 
consume more than she produced should be cured in time by parity changes. 

Raising interest rates to bring capital home implied a deflationary monetary 
policy that would be difficult to pursue in the face of a 6 per cent unemploy- 
ment rate. The repatriation of overseas capital gains was already subject to 
rather strict rules, and would probably soon be further encouraged by tax 
changes. 
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C. Investing the new wealth of the producing countries 

According to an American participant, the OPEC countries would have a 
net investable accumulation of funds of more than $too billion between now 
and 1980. Nearly three-quarters of that would be in Saudi Arabia; some 
$13 billion in Kuwait; and #1 1 billion in Abu Dhabi, with a native population 
of only about ao,ooo. Iran would probably spend most of its earnings, and 
Venezuela might even have a deficit. By the end of the decade, Saudi Arabia 
alone would be accumulating $20 billion annually, roughly the present stock 
market value of the biggest US companies. 

While these were very impressive figures, they were not all that big in terms 
of the financial markets of the world. In 1971, the markets of 10 major countries 
had provided $197 billion in share capital and long-term loans, and the total 
of new issues in the US had been $ 1 00 billion. . . 

The Arabs had traditionally preferred liquid, short-term securities, but the 
indications were that they were now seriously studying conventional, longer- 
term investments. 

A British speaker observed that it was the nature of the Arabs and the 
Persians - “possibly due to centuries of rather uncertain expectations of life in 
those parts” - to shy away from long-term investments. “You’d have quite a 
job to persuade them to put a big factory in America. 

A Dutch participant wondered whether a more concrete reason was not an 
Arab apprehension that investments abroad, in the US for example, might be 
blocked in case of disputes about oil dealings. The Arabs were inclined for 
that reason to invest rather anonymously on a short-term basis. 

A German intervention had in fact contained a suggestion that the Euro- 
peans should try to create a network of mutal interests by attracting Arab oil 
money into industrial investment in the Community, so that “we would have 
some kind of leverage, something to nationalize” if relations deteriorated. 

In the view of an International participant, however, it was important to 
limit the unpredictability and the volatility of the flows of OPEC capital 
towards the OECD area. We had a common interest in finding ways for the 
Arabs to make safe, long-term, high-yield investments which were protected 

against monetary instability. _ T , TJO 

A number of interventions dealt with the possibility of the OPEC countries 
making “downstream” investments in the petroleum industry. An American 
speaker reported that there was little evidence so far that the Arabs had been 
moving into major oil company shares, although there was no way to prevent 
them from doing so short of government regulation. A Canadian participant, 
however, thought that most countries already had, or would adopt, mecha- 
nisms that could be used to control the takeover of domestic resources. 
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Another American questioned the apparent assumption that it would be 
undesirable for the OPEC countries to acquire downstream investments in the 
consuming countries. Letting them have a taste of the profits would make them 
less anxious to appropriate and to attack the allocation of earnings as between 
producing, refining and distributing. 

A Norwegian participant challenged the forecast contained in the American 
working paper that the Arabs would expand their ownership and control of 
oil tankers. Unless they could persuade someone to sell them tankers, they 
would have to have them built, which would take four to five years. Then they 
would have trouble manning them, as the present sailors in the world did not 
like the Arabs and would not sail for them. 

Another Norwegian and a British participant argued that the Arabs could 
very easily man their ships, and an Italian speaker reported that Colonel 
Qadhafi had proposed a Maltese shipyard for the construction of Arab tankers. 
The author of the American working paper predicted that Arab-owned 
tankers would be “the wave of the future for a substantial part of new exports,” 
operated by the same crews who were now manning the fleets sailing under 
flags of convenience. The Japanese were already trying to obtain special 
supply concessions from the Arabs by offering to build them tankers, as well 
as refineries and petrochemical facilities. 

A British speaker referred to the dilemma of the oil companies, who were 
caught between the producing and consuming countries, each insisting that oil 
be carried in their own ships. 

The author of the International working paper said that the desire of many 
of the oil producing countries to diversify their economies gave an opportunity 
to Europe and America to be real economic partners to them - something 
more than just buyers of crude oil. One could envisage, for instance, financial 
and technical collaboration for the creation of petrochemical industries in the 
Middle East. The speaker also called for European Community cooperation 
with the producing countries in assisting other countries in the Third World, 
such as by channelling aid budgets into development loan guarantee funds, 
which would provide greater “leverage” than outright grants. 

The notion of building up a petrochemical industry on the base of the re- 
sources of oil and gas producing countries, including the Soviet Union, also 
appealed to an Italian participant, but a British speaker pointed out that there 
was already an oversupply of petrochemicals in the consuming countries. 

Transfer of part of the oil revenues from the Eurodollar market to the 
development of the Arab countries was urged in an Italian intervention. 
Egypt, which would soon have 50 million inhabitants, was especially needy. 

A Dutch participant - who had advocated involving the OPEC countries 
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in the trade and monetary councils of the world, including GATT - said that it 
would be particularly helpful if we could advise them on investment strategies 
“A scheme for us to use their money” was the wrong approach, though. The 
better philosophy was simply that they had a lot to do in their own countries 

and we could help them. . .• 1 

A French speaker proposed the creation of a sort of international office 

or clearing house to channel the unstable so-called hot money from oil 
revenues into sound long-term investments at high yields Prefe " en “ W °" ' 

given to reinvestment in the development projects of the P ro du c ng country 
receiving the funds, but a measure of order and control would be achevd 
through the clearing house formula. Most countries already had in place 
exchange control mechanisms necessary to implement such a p an. 

This ingenious suggestion was supported by a Canadian and a Bntis 
participant, althoughffie latter thought that it, like other proposals, would 

^ A LTgknTpwte was frankly sceptical about any scheme which involved 
putting funds into a complementary capital circuit that might be regarded J 
investors as a sort of “cage” which could be slammed shut in tuna ° ^ 
Moreover, he felt that we already had at our disposal enough ^stduhons a d 
mechanisms, such as the International Finance CorpcrationADLLA 
various regional development banks. It was more a question of making bette 
use of them. 




D Implications for the economies of tlie consuming countries 

The Belgian speaker went on to observe that the mflationary effect of 
increases in the pice of oil and energy was bound to weigh h ^ vll V on 
sharing of national income in all the consuming countries. The situ 
would be vastly different from that of the low cost energy days of 15 and so 
"arf ago. Wewould all be tempted to do what the US had been criticized 

for: consuming more than we produced. . , , 

That analysis was disputed by a Dutch participant, who pomted out that th 
energy content of manufactured goods was still rekt^e^ modest and that Ae 
impact of increased Middle Eastern government takes on the total price ° 
energy was marginal, as the major costs, including ‘ axes ^ re in ofl 
countries. Inflation was concededly a serious problem, but the effect of 
crisis on it was not as drastic as might have been expected. , . 

An In emotional speaker called attention to the dynamic relationship 
between oil price increases and the development of new forms and sources of 
energy both in the US and the developing countries How the enormous 
costs If that development would fit in with the overall financing needs of the 
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industrial world was an important subject for study, in the view of a Netherlands 
participant. 

* 

* * 

The consensus of the discussion could be said to have been summed up by 
an American speaker who had concluded that the only solution to the energy 
crisis was “a balanced program .. . at least a dozen different things put 
together.” There was no single panacea, no rabbit to be pulled out of a 
magician’s hat, so to speak. 

Our problem, he said, was “to find how to get the flexibility of the private 
system working within reasonable government frameworks, but not as a public 
corporation, to do the jobs that have to be done in the short and intermediate 
future.” 

* 

* * 
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CONFLICTING EXPECTATIONS CONCERNING 
THE EUROPEAN SECURITY CONFERENCE 

Two working papers, summarized below, constituted the groundwork for 
discussion of this agenda item. The first was written by a Norwegian, the second 
by an American participant. 


THE CONFERENCE ON SECURITY AND COOPERATION 

IN EUROPE: 

CONFLICTING EXPECTATIONS 

I. The Norwegian author of this working paper said that our expectations 
for the Conference on Security and Cooperation in Europe (CSCE) were 
determined by our interpretation of the present situation in international 
society, as well as by our definition of the concept of security. He proposed to 
list some of the major problems which made up the raw material of our long- 
term security; and then to point to certain lines of development that might 
contribute to their solution. SALT I and II, the agreement between Warsaw- 
Bonn and between Moscow-Bonn, as well as the Berlin Agreement, CSCE and 
Mutual Balanced Force Reductions (MBFR), should all be seen in this light, 
as possibly important steps towards the solution of our basic problems, and not 
as ends in themselves. 

Perhaps they should be seen as part of a mopping-up operation, a squaring 
away of the remains of certain European problems that were still with us, in 
order to clear the deck for an effort to solve more global and more alarming 
problems. 

II. Security questions were not isolated aspects of political affairs; they 
stemmed from basic problems in national and world affairs, and as such 
embraced all foreign policy. Foreign policy in turn was no longer limited to 
regulating relations between states. It was becoming a tool for the solution of 
our most important problems, including many of the internal problems of our 
separate countries. Briefly these problems were: 
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- Lack of democratic political control of economic and technological development , on 
both the national and international level. Governments were increasingly unable 

to fulfill their goals and political programs because of strong forces outside ! 
their control. This was true of all governments, irrespective of political 
color, therefore they should all have a common interest in gaining 
political control over developments, unless they adhered to a doctrine of 
“laissez-faire”. The difference between rich and poor countries was 
increasing, and even within individual countries we were unable to 
obliterate poverty, in spite of political declarations of intent to overcome it. 

- War and terrorism. Although traditional warfare between states seemed 
outmoded, there was no international peace. Other forms of violence had 
taken over: guerilla warfare, highjacking, kidnapping and violent 
reprisals. Poverty, injustice, and lack of democratic political control 
encouraged millions to resort to terrorism and violence. 

- Limited natural resources. The growing competition for natural resources had 
shown the need for international planning, cooperation and control to 
ensure reasonable exploitation and more equitable distribution. 

- Population. The rampant population increase was closely tied to poverty 

and scarcity of resources, in the industrialized as well as the developing 
countries. ( 

- Environmental pollution. Industrial development and pollution, combined 
with population increases, had brought to the fore the question of control 
and preservation of the environment. The value of economic growth 
without political planning, and the relevance of measuring growth in 
traditional GNP terms were being reassessed. The issue was not growth vs. 
no growth, but What sort of growth? This again raised the problem of how 
to measure welfare and output in a tertiary economy. 

We needed to judge political developments in relation to their contribution 
to a solution to such problems as these. 

Up until now, the postwar period had been characterized by a preoc- 
cupation with other problems, such as imbalance of power and military 
insecurity, to which we had addressed ourselves with a martial spirit or an 
overzealous sense of mission. These attitudes were no longer appropriate. 

Our problems were not limited by geographic, political or national borders. 

Their solutions had to be international, arrived at in cooperation between 
governments, and between trade unions and consumer and industrial organiza- 
tions. Individual countries would not be able to resolve these issues alone, as we 
lived in an era of transnational policies. 

A characteristic development in Europe and North America, in the late 
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ig6o’s and early 1970’s, was the increased understanding of the interrelation- 
ship of domestic and foreign policies. Previously, foreign policy had been by 
and large the exclusive preserve of a limited group of people - politicians, 
experts and journalists - who constituted the opinion-shaping and decision- 
making milieu in a country’s foreign policy. 

We were now witnessing a much broader participation in this decision- 
making process, as the grass-root level began to stir, either due to frustration, 
bewilderment or deep concern. There was a conflict, though, between, on the 
one hand, the fact that international affairs called for a kind of experience and 
expertise which had rarely been developed at local levels, and, on the other 
hand, the growing feeling among the public that they saw the issues and 
wanted quick solutions. The tension between the need for expertise and the 
urge on the local level to participate in important decisions would have to be 
resolved in the years to come, and would no doubt be an important factor in 
international relations, particularly in Western Europe and North America. 

The increasing awareness of the influence of international developments on 
domestic affairs had led large organizations like trade unions, industry, 
shipping, banking and the press to develop their own capability in international 
affairs. It had also led non-parliamentary pressure groups to be more active, as 
there were no well-organized channels of influence between the individual and 
foreign policy decisions. Many countries had a network of public influence for 
domestic legislation, but this was not true for the shaping of foreign policy. 

We were aware of our problems and we had the technical means to solve 
them, but we lacked the organization and political will. On questions of inter- 
national organization we had developed only the most rudimentary traces. In 
fact, some recent developments were alarmingly counter-productive: the 
stress on national sovereignty, and our distaste for long-term cooperation if it 
meant giving up short-term national advantages. 

It was difficult to say to what extent this interpretation of the international 
situation was a conscious motive behind the development toward CSCE/ 
MBFR, but in any case recent historical facts could not be excluded from this 
framework of the present situation. 

Czechoslovakia in 1968 had marked an important turning point for both the 
East and West European countries. To the Soviet Union, it had demonstrated 
the need to consolidate an unstable situation. For western countries, it had 
shown that European security problems were closely linked to tensions in 
Eastern Europe. All Europe thus had become dependent on the shaping of a 
basis for European relations that would minimize Soviet concern for the security 
consequences of developments in Eastern Europe. That fact in itself was reason 
enough for a CSCE, and Willy Brandt’s foreign policy had opened up new 
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possibilities of realistic results of multilateral East-West contacts in Europe. 

III. CSCE and MBFR were examples of multinational efforts to deal with 
basic problems. The tendency towards regional integration in various parts of 
the world ought to be seen in this same context. While industry and capital had 
long ago crossed geographic borders, political bodies and large organizations 
like trade unions had continued to operate within national borders. This had I 

increased the gap between economic and technological development and I 

political planning and control. i 

The emergence of new problems on the horizon had brought about an inter- I 

national change of priorities, in the US, the USSR and in other nations. This ! 

made it possible to handle the preparatory Conference on Security and Cooper- | 

ation in Europe and the preparation for Mutual and Balanced Force Reduc- j 

tions. Security would never be attained if it were limited in concept to a | 

costly military defense against other nations, to the neglect of other problems. j 

We needed to go beyond a purely military definition of security, to release I 

resources to meet our common problems. This was really the main motivation j 
for the nations who were meeting in Helsinki and Vienna. It was possible, of j 

course, that the economic and political gains of the two conferences could be ! 

transferred to other areas of conflict, such as China-USSR or the Middle East. ' 

The agenda for the CSCE and the MBFR talks reflected the desire to move « 

beyond the post-war military concerns and ahead to other problems : j 

(a) questions of security, including military measures aimed at increasing 
confidence and stability with a view to reducing the dangers of military con- 
frontations. 

( b ) cooperation in the fields of economics and environment: commercial 
exchanges, cooperation in industrial matters and in the development of raw 
materials and energy resources. 

(c) development of human contacts, broadening of cultural and educational 
exchanges and wider flow of information. 

This agenda for the CSCE, plus the MBFR talks, would constitute a broad 
range of discussions between all European states, the US and Canada. Concrete 
results would be of at least psychological importance for the development of 
the issues on the agenda. 

The only chance of success of the CSCE and the MBFR talks was that 
national, regional and pan-European interests would be found to coincide. 

The main short-term justification of these meetings was that they might 
reduce tensions and engender more confidence between Eastern and Western 
European countries. 

One could take one of three possible attitudes towards the conferences: to 
wait phlegmatically for possible results; to view them with a rather fashionable 


pessimistic scepticism; or to look forward to them with a sober optimism. 
Attitudes of indifference or pessimism might well amount to self-fulfilling 
prophesies. It was therefore politically necessary, as well as reasonably real- 
istic, to be soberly optimistic. 

Speculations on the motives behind proposals made by one or the other side 
could be frustrating exercises, but they could be constructive if we tried to 
connect motives with possible expectations. Long-term hopes had been sketched 
above. Immediate motives probably differed from country to country in the 
East as well as in . the West. Broadly speaking, though, the motives of the 
Soviet Union in suggesting that the CSCE be convened could be summed up 
as follows : 

- consolidation of the status-quo, including the Soviet position in Eastern 
Europe ; 

- multilateral recognition of the status-quo in Europe, particularly of the 
German situation; 

- increased importation of Western technology and know-how; 

- fragmentation of NATO; 

- more security, less tension in Europe, thereby freeing more resources for 
dealing with China ; 

- all-European cooperation as a way of diverting further Western European 
integration; 

- accelaration of US disengagement from Western Europe. 

The motives and expectations of the US and of most of the other NATO 
countries could probably be summarized as follows: 

- inadequacy of bilateral contacts in dealing with the overall problem of 
European security; 

- West Germany’s interest in shaping a framework that might gradually 
change the “German problem”; 

- desire to get balanced and mutual force reductions in view of the in- 
evitable US force reduction; 

- hope that East European countries would become more independent in 
their foreign policies ; 

- wish to see a ceiling on defense budgets; 

- need of the Western countries to appear to retain the initiative, in order 
not to be on the political defensive, both internationally and nationally. 

An interesting change of attitude on the part of the two sides seemed to have 
occurred over time. The USSR had originally promoted the CSCE while the 
NATO countries were advocates of the MBFR. The preparatory talks had, 
however, taken the CSCE initiative out of the Soviet hands, and played it 
increasingly into the hands of the NATO and neutral countries. On the other 
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the M , B ^ R , talkS had given room for some initiative on the part of the 
UbSR which had proposed that neutral countries be included. The original 
attitudes had thus become more balanced, a change which would probably 
contribute to the possibilities of success for the talks. 

Military technological results of talks like the CSCE, MBFR and SALT did 
not by themselves reduce tensions, but could contribute to the growth of con- 
hdence and trust. Increased cooperation between Eastern and Western Euro- 
pean countries would actually reduce the importance of neutral non-aligned 
nations, who had fulfilled a special mission as intermediaries during the'cold 
war years. 6 

Major decisions for all-European cooperation were in fact already mainly a 
matter between the two military groupings - the Warsaw Pact and NATO - 
or between Washington and Moscow, and the pattern of direct contacts would 
probably become even more pronounced. 

Direct contact and cooperation between the EC and COMECON seemed 
inevitable and desirable, even if several European countries should be left out 
in the first round. Technological and economic developments with implications 
for all of Europe would inevitably be the subject of further multilateral coopera- 
tion in the years to come. r 

Whether or not these attempts to normalize relations in Europe would be 
successful was not yet clear. Many feared that breaking the present deadlock 
might only make Europe less secure than it was now. Both blocs were aware of 
this danger, and it was unlikely that either of them would permit the develop- 
ment of a si tuation in which their security would become less rather than more 
fully assured. 

The Soviet Union would be watchful as her Eastern European allies at- 
tempted to move to a greater degree of independence, and they would have to 
»t“ US in ex P' 01tln g the opportunities which the CSCE might give them 
Die USSR was also concerned about the tendency towards closer political 
cooperation among the EC countries, although it probably would not oppose 
this if it were assured that it was a natural step towards broader all-European 
cooperation. ^ 

On the other hand, the Western European countries realized that if they 
did not develop common policies at the CSCE and MBFR talks, they would be 
at a considerable disadvantage compared to the US, the USSR and possibly 

even the other Warsaw Pact countries in negotiations concerning the future of 
Europe. 

Some claimed that the Eastern and Western countries were so far apart in 
their definition of “European security”, that the conferences might in fact be 
pointless. However, it was precisely because there were differences of outlook 
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between the NATO and Warsaw Pact countries that there was a European 
security problem. It was therefore necessary to develop a dialogue between 
the two sides, with an infrastructure of permanent institutions in which these 
differences could be confronted and resolved. The willingness to prepare for 
conferences such as the CSCE and MBFR signalled in itself a change of 
priorities. So far, Brandt’s foreign policy, SALT I and II, and now the prepara- 
tions for these conferences, suggested that our differences might not be irre- 
concilable. 

The immediate task, though, was to limit the political consequences of 
security imbalance. In this connection, confidence building measures 
(“CBMs”) might become concrete results of the CSCE/MBFR. The exchange 
of observers during military maneuvers, particularly near national frontiers, 
and the advance notification of troop movements, might be the first stepping 
stones towards more trust and confidence. CBMs could in other words depoliti- 
size military power in Europe. Such measures would be important for coun- 
tries like Germany, Norway, Rumania and Yugoslavia, which would be the 
first ones to feel the political effect of a military demonstration of power. 

More significant in the long run than progress on individual items would be 
the pattern of discussion and committee work on a wide range of topics that 
could be built up over a period of years in a series of conferences or in standing 
institutions. Through such a dialogue it might be possible to establish a bi- 
partisan all-European interest, transcending bloc divisions. It could produce 
active East-West cooperation on joint problems, such as a campaign to 
preserve the human environment throughout Europe. The execution of 
agreed joint policies could be entrusted to existing international organizations. 

The principal benefit to be expected from the CSCE would thus be the 
launching of a permanent political dialogue on major security, political and 
other issues between the divided parts of Europe. Such a dialogue did not need 
to exclude or inhibit bilateral East-West contacts. It would rather fill a gap 
at the multilateral level and thus be a supplement to bilateral contacts. 

It remained to be seen whether the CSCE and MBFR might lead to a new 
institutionalized system of European collective security. It was unlikely that 
either of the blocs would consent to the dismantling of its network of military 
security. Thus, although the new political dialogue might moderate the fun- 
damental antagonism between the two economic and social systems, it would 
not in itself put an end to it. As long as hostility and suspicion remained, the 
members of the Atlantic alliance would maintain their integrated defense 
capability; and in the East, the defense agreements between the Warsaw Pact 
countries were also likely to endure. 

Any political dialogue which might emerge from CSCE was therefore likely 
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to be between countries adhering to the military pacts, which would not be 
dissolved in the near future. In the West it was argued that the Soviets hoped, 
through CSCE, to see the dissolution of NATO and its replacement by a col- 
lective European security system, dominated by the USSR, and excluding the 
US. This outcome would in no case be acceptable to the participating Western 
countries, so it had to be excluded as a practical possibility. 

Nonetheless, it was still possible that in the long term the two existing blocs 
could be transformed into a new, all-European security system, with the 
presence of the USSR balanced by that of the US and Canada. This would 
only be possible if the existing East-West mistrust and hostility were to be 
supplanted by a degree of mutual confidence, allied with a solution of the 
ideological, political and territorial confrontation. Even if this seemed desirable 
from a European point of view, it might not be what the rest of the world was 
looking for. An all-European development should thus be linked to the 
regional integration that was taking place in other parts of the world. Such a 
link would help to avert a confrontation between a rich, united world on one 
side and the rest of the world on the other. 

The common cause in trying to solve the common basic problems - the 
external threat - would certainly be an important factor in promoting con- 
fident cooperation between all countries in Europe, while at the same time 
clearing the way for cooperation with other regions of the world. 

# 

# * 

In his prefatory comments, the author referred to two links between the 
preceding day’s subject and the present one. Speakers in the discussion on 
energy had asked : 

(/) Was a crisis necessary to bring us together to solve the problems facing us at the 
end of the 20th century? For the author, CSCE would help us to “clear the decks 
in order to solve the problems confronting us in the ig7o’s”. And by “us” he 
meant the US, Canada and the whole of Europe, not just Western Europe. 

(2) Might not certain “ radical steps ” have to be taken if the policy of one or more of 
the Middle Eastern countries threatened the energy supplies and economic situation of 
Western countries? The security of small countries, such as the speaker’s own, 
was constantly subject to such pressure to adapt their policies to suit the in- 
terests of the big, traditionally important nations in international society.' 
The question of sovereignty - which was dealt with much more in small coun- 
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tries that in large ones - was concerned with this problem of how to take proper 
care of one’s national interests. It was most important for small nations to be 
able to influence developments outside their own boundaries. To do this, they 
had three main roles: working to shape general public opinion; acting as 
mediators; and participating in organized international cooperation. 

The CSCE offered small nations a chance to take part in the decision- 
making process at this critical juncture, which was why the author tried to be 
soberly optimistic, placing the conference in the context of a broad develop- 


ment of transnational policies. This was in contrast to the author of the com- 


panion paper, who had concentrated on the immediate, current strategic 


problems of the conference. 


* 

# # 

REFLECTIONS ON THE EUROPEAN 
SECURITY CONFERENCE 

Historically, a conference on European security was a durable Soviet 
proposal, dating from the late 1950’s and periodically bobbing up in one form 
or another whenever it suited Moscow’s purpose, which was to gain general 
acceptance of Europe’s division and Soviet dominance of Eastern Europe. With 
much of that already achieved by other instruments - notably the West 
German treaties with the USSR and Poland, the agreements between the two 
Germanies and the irreversible thrust of Bonn’s Ost-Politik - the utility of 
CSCE (Conference on Security and Cooperation in Europe) from Moscow’s 
point of view was substantially less than before. 

For this and other reasons, relatively little of importance was at stake in 
CSCE. The Soviet interest now lay in creating the impression of movement, 
of the absence of tension and of a European political environment emptied 
of the threat of intimidation and coercion from the East. Other than urging 
expanded economic contacts, tourism and formal cultural exchanges, Moscow 
could be relied upon to resist initiatives aimed at actually altering political 
life in Europe by means that might escape official sanction and control. 

CSCE’s value for the Soviet Union was primarily symbolic. Little more than 
four years after the invasion of Czechoslovakia, all the European states, plus 
Canada and the US, were meeting with the Russians and Czechs, not to 
mention the East Germans. Thus, CSCE’s importance lay first in the fact that 
it was being held; second, in its potential for contributing to a political 
environment that could weaken the Atlantic alliance and the European Com- 
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munity; third - to the degree that it responded to a mood in Western Europe 
favoring reconciliation with the Soviet bloc - CSCE might strengthen the hand 
of some governments. It appealed to many Europeans, who drew from it a 
sense of participation in East-West affairs and hope of a full restoration of 
amenities between Western and Eastern countries. Among the later, Rumania 
found the conference a useful platform for chivying the Russians and, however 
indirectly, for tilting against the so-called Brezhnev Doctrine. Certain neutral 
and NATO member states had also pursued this line. 

A case could be made for CSCE as an instrument to focus attention on 
- possibly even weaken - the Brezhnev Doctrine and generally embarrass the 
Soviet Union. It appeared that the agenda would permit discussion of “the 
principles governing the relationships between states”, plus human contacts, 
including a freer flow of information and ideas. Agreement on agenda items, 
however, was one thing; agreement on concrete steps to liberalize political 
life in Europe quite another. We were unlikely to see in CSCE a vigorous and 
broadly backed challenge to Mr. Brezhnev’s claim to the right to intervene in 
the internal affairs of any lapsed, or lapsing, Soviet client state in Eastern 
Europe. Probably the language of any such challenge would be diluted before 
proceeding very far; the challenge itself might be sidetracked, or conceivably 
the USSR would accept some broad rhetoric acknowledging the rights of all 
states to manage their own affairs without fear of external threat or interven- 
tion. 

Western and neutral governments had low expectations with regard to freer 
movement of ideas and information. Such issues would be pressed in order to 
establish Soviet resistance to change, but since the West was in no position to 
offer the Soviets any incentive to agree to forbear jamming radio broad- 
casts, for example, little if any real progress in this area was likely to be achieved. 
Moscow professed to regard the freer information issue as a Western plot aimed 
at subverting the Socialist bloc. Although the Soviet Union and the satellite 
states had failed to keep the issue off the agenda, they could almost certainly 
be relied upon to block agreement on anything in this area that went beyond 
officially-approved cultural exchanges. 

The irony of CSCE was that it created the illusion of movement, perhaps 
even of novel departures, yet seemed fated chiefly to help formalize the status 
quo, or what Moscow sometimes called the “recognition of existing realities”. 
What became of CSCE after the initial working round in July would depend 
on how its utility was measured by various governments, expecially the Soviet 
Union’s. The USSR wanted to use CSCE to blur the absence of fundamental 
change and to weaken the rationale for collective political and security in- 
stitutions in the West. 
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The major NATO governments would doubtless block any effort by the 
Soviet bloc to create a large, highly visible and permanent CSCE structure, or 
to take other moves designed to confuse the image of an enterprise that amount- 
ed to less than met the casual eye. Some non-aligned countries, together with 
members of both blocs, would seek to promote the broadened economic con- 
tacts and cooperation on environmental matters on which agreement was 
likely. 

The Soviets might decide that the returns on CSCE were insufficient when 
measured against the harassment to which the conference exposed some of their 
policies. Thus, they might elect to let CSCE wind down, a decision that the 
US and its major allies would be unlikely to dispute. The Americans, especially, 
had little if any interest in keeping CSCE on center stage, or even alive. So far, 
it had not gone badly from Washington’s point of view. By and large, the 
NATO governments had been able to work out agreement on the broad issues 
of CSCE. {The nine European Community members had achieved an even 
greater harmony of viewpoint). The signs were that neither bloc would take any 
clear profit from the substantive talks at the foreign ministers’ level. Thus, from 
the point of view of the great powers, CSCE’s initial round was likely to end 
inconclusively - in a draw, or some near equivalent. 

Yet while the conference seemed to pose no special threat to Western interests 
in its current phase, a continuing and institutionalized CSCE might exacerbate 
some difficulties, and possibly create others. Washington was worried, for 
example, that some West European governments, feeling themselves incapable 
of influencing more meaningful East-West negotiations such as SALT and 
possibly even MBFR, might work all the harder to give CSCE a life of its own 
and an importance exceeding its compass. Fears of a de facto US-USSR 
condominium, settling issues of European security with minimal reference to 
Europeans themselves, could bolster the tendency to fit CSCE more closely to 
Soviet purposes. 

Equally, the Americans were concerned that CSCE, however deprived of 
substance, over time might serve the Soviet purpose of persuading many West 
Europeans that everyone was so busy waging peace there was no need to 
spend as much on defense, still less to worry about NATO’s future or to set 
about molding the Common Market countries into some sort of political 
community with defense attributes. 

Because it meant different things to different governments, CSCE was an 
elusive enterprise. It had seemed like a balloon which, if put in the air, would 
be useful to its sponsors only so long as it did not come down. Although specula- 
tion on the eve of the working round might be premature, it was still worth 
remarking that Moscow and Washington, for the quite different reasons noted, 
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might both be content to let this balloon start its descent. 

As good a way as any to gain perspective on CSCE was to relate it to other 
processes that also bore - in some cases more directly - on European security. 
Some of these, like SALT, MBFR and the West German Ost-Politik, also 
involved the blocs. Those that did not - organizing the European Community 
and the transatlantic talks on trade and money, to cite two examples - 
nonetheless would affect the system which for two decades had anchored 
Western Europe’s security and guaranteed its political integrity. Put dif- 
ferently, all of these processes would affect Western European-American 
relations, and each would influence the former’s ability to establish, as well as 
improve, modes of internal cooperation. 

Briefly, the course of CSCE and that of these other processes were mutually 
influencing and, indeed, overlapped. Many governments might find themselves 
asking whether the North Atlantic system was still the cornerstone of national 
policy or whether it had been overtaken by time and a changing political 
context. Nine West European governments might confront the question of 
whether a more closely organized European Community should take a higher 
or lower priority than the politically more congenial interest of promoting 
detente. 

Inevitably, these various processes - both East-West and intra-Western - 
proceeded on separate tracks and at different rhythms. They were, in short, 
disjunctive. While the East-West process, in general, had acquired a relatively 
steady rhythm, transatlantic talks on trade and money were both fitful and 
more urgent, yet lacking visible or immediate gain; indeed, the contrary 
appeared to be the case. 

Equally, efforts by Western Europeans to move toward economic integra- 
tion, let alone political union, were bedeviled by differences, no less intractable 
really than before, between member governments, especially the key govern- 
ments - Britain, France and West Germany. 

The absence of political cohesion in turn meant that Western Europe’s polit- 
ical course was influenced as much or more by what the great powers did 
separately and together than by what Britain, France, West Germany and 
their partners were doing independently or within the Community. A part of 
Western Europe’s problem flowed from an American dilemma, which all of 
these processes tended to establish more clearly than ever: Could the US deploy 
equally effective European and global policies? Could it pursue triangular 
politics while keeping intact the web of special, though fragile, relationships 
with Western Europe and Japan? Did Washington have to choose? Many 
Europeans believed that the dynamic process of accommodation between the 
nuclear super powers was leading America away from Europe. 
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Some things were perceived differently by Western European capitals and i 

Washington. Washington might see triangular politics as the agent of stability. j 

Europeans saw in triangular politics America acquiring a taste for the old i 

conventions of Realpolitik. Rightly or wrongly, many West Europeans felt that 
Washington was telling them, in effect: “We will maintain a high military ; j 

posture in Europe and meet our NATO commitments, but in return Europe : [ 

must forbear rocking America’s boat on commercial and monetary matters.” i f 

In short, these Europeans felt that Washington was using the security issue to ; jj 

gain an advantage in its dealings with them on pressing problems of trade and 
money. The old American support for the European Community, they j | 

thought, was giving way to a mistrust of Europe that found expression in what | 

they further regarded as America’s nascent economic chauvinism. 

Quite possibly, the US would continue to deploy substantial military forces *i 

in Europe, while trimming or diluting its political involvement there. In a j| 

sense, this was already happening. A break in the continuity of America’s | 

political priorities had probably begun some years ago. Other than rhetorically, , 5 

Western Europe no longer had a reliably pre-eminent claim to Washington’s j j 

attention. And it had been some years since anyone could spell out in precise 
terms America’s goals in Europe. Triangular politics and its related goals were I 

seen by Europeans and Japanese as moving closer to the center of Washington’s ! 


thinking. 

America wanted, for example, a period of stablility in Southeast Asia, which 
would require cooperation from both China and the Soviet Union. Any 
settlement in the Middle East would require active Soviet support. America 
sought further progress in SALT, another precise goal and one which demanded 
hard bargainingwiththe Soviet Union, which had entered SALT’s second phase 
holding the better bargaining cards. Moscow had got from the Phase One 
agreements the limit on anti-ballistic missiles that seemed to have relieved its 
major strategic anxiety vis-a-vis the US. The Americans had little to bargain 
with in the second phase; they could threaten to withdraw from the five-year 
interim agreement if further progress on limiting offensive missiles were not 
achieved. And they could probably extract some gains in return for concessions 
on issues that for Europeans were closer to home than those covered in Phase 
One. These included America’s forward-based nuclear-capable aircraft, on 
which West Europeans relied to offset Soviet missiles targeted on their cities. 
The Soviets might try to link Phase-Two progress with concessions from the 
Americans on the forward-based systems issue, plus agreement by the US to 
deny to any of its allies assistance in the area of nuclear weapons. 

Within NATO, these were sensitive issues, which could easily become 
contentious, a prospect to which Moscow had to be alert. The Phase-One SALT 



85 




agreements formalized a three-to-two Soviet advantage in numbers of land- 
based ICBM’s and a Soviet right to nearly half again as many strategic nuclear 
submarines as the US. The American administration which had negotiated the 
agreement felt itself under pressure to narrow these disparities, especially in 
land-based missiles. I 

In agreeing to CSCE, the NATO governments had exacted a price which the 
Soviets had paid in full. The larger part of the price was MBFR, a proceeding 
with a far richer and gaudier potential than CSCE and possibly a longer life 
expectancy. MBFR, although unlikely to move quickly, could bear more ! 
heavily on European security than any of the other processes. MBFR could 
become a rival even to SALT as a process capable of affecting the East- West 
military balance and perhaps bioc-to-bloc relationships as well. Or, like CSCE, 
it could become an arena for fencing with the present security system without 
altering it. It was still too early to say which of these alternatives would prove 
most tempting to the parties most concerned - the US, the Soviet Union and the 
major capitals of Europe. 

The idea, as conceived by NATO, would be to arrange balanced reductions 
of the forces deployed along the heavily guarded frontier in central Europe. 

This contact line, stretching 800 miles from the Baltic Sea to Czechoslovakia 
and festooned with minefields and automatic firing devices, separated West 
Germany from the Eastern bloc. The forces confronting one another on either 
side of the line totalled about 1.5 million men, 20,000 tanks, more than 5,000 
aircraft and 10,000 so-called tactical nuclear warheads. 

The irony of MBFR was that the initiative was NATO’s, yet the Soviet 
Union was entering this negotiation, too, holding higher cards. It had, after 
all, considerably more troops in central Europe than the US and the further 
advantage of proximity. Departing Soviet units, unless dispatched to the 
Eastern frontier, could be swiftly returned to East Germany, Poland or 
Czechoslovakia. The political advantage also lay with Moscow, which was 
under no internal pressure to thin out its European deployments. NATO 
governments, on the other hand, had first conceived of MBFR as a means of 
neutralizing presure from Senator Mansfield and his Congressional allies to 
reduce America’s European commitments, or at least to buy time. Probably 
few people in Washington or Western Europe had believed that Moscow 
would ever permit its European forces, which after all had the crucial role of 
guaranteeing bloc security, to become the subject of a negotiation with NATO 
governments. 

Quite possibly, MBFR would buy time. The negotiations, if they went 
forward into a working round, would probably be more protracted and arduous' 
than SALT. The issues were even more complex. How to assess the different 
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capabilities of American and Soviet forces, as well as others, in terms of 
numbers, equipment, readiness, logistical support, etc.? 

As an operational matter, MBFR was full of traps. The process did not need 
to go very far before NATO’s war-fighting capability would be degraded. This 
in turn might reduce the so-called non-nuclear pause to an unacceptable level. 
Washington would again be asking itself why nuclear arms should be treated as 




the weapon of last resort in all parts of the world except central Europe. Or 
European governments might come to regard MBFR as the Americans’ 
chosen instrument for their military withdrawal. Britain and France were both 


hostile to MBFR; for the moment, France was boycotting MBFR, while jjl 


Britain was playing an active role, mainly in order to try to head off or minimize 


any possibly damaging consequences. West Germany’s attitude was still 
evolving and rather more complicated. As long as MBFR had remained in the 
conversational and model-building stage, West Germans, like the Americans, 


had looked upon it as a useful hedge against the Mansfield sentiment in 
Washington; they had also tended - and in some measure perhaps still did - to 
see it as another instrument for reinforcing their Ost-Politik. But as MBFR had 
moved toward the negotiating table, the German attitude had shifted toward 
the Anglo-French positon. Much the same could be said of the attitude of the 


Benelux countries. 


These Europeans were worried that Washington, whatever its own doubts 
and anxieties about MBFR, might at some point give the affair a push that 
would be self-sustaining. West European governments would then be swept up 
in the momentum of what they might well regard as a first long step toward 
American disengagement, a process in which they and the East Europeans, 
although present, would really be following in the wake of the super powers. 
In this dark view, the issue of the size and character of American forces in 
Europe would be no longer primarily the business of the Atlantic alliance, but 
the business of America and the Soviet Union. 

Much depended on how MBFR was handled within NATO. If MBFR was 
to remain a gimmick - a device for buying time from restive American con- 
gressmen - then European governments ought to understand that. If, on the 
other hand, MBFR was to become serious business, they ought to know that. 
Or if MBFR was to be handled like the prime interest rate - its urgency rising 
and falling according to congressional pressure — then Europeans ought to 
know that, too. Transatlantic signals on MBFR were ranging from unclear to 
faint, depending on the moment. 

If MBFR were to be treated seriously, it would mean the US and its allies 
establishing in concert what they wanted from the conference, what they were 
prepared to do and what they would insist upon from the other side. More 
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specifically, this would mean getting away from the ambiguities of the present; 
it would also mean moving on from NATO’s past absorption with dynamic 
analysis and model-building. 

Treating MBFR as serious business of the alliance would mean working out 
an initial proposal, the means of verifying any agreement arising out of the 
proposal, and the political conditions attaching to an agreement on force 
reductions. It would also mean working out a kind of critical minimum, a level 
of forces deemed essential to stability and the European balance of power, a 
level essential to a non-nuclear option in Europe. If and as MBFR went 
forward, there would be a number of critical decision points. European govern- 
ments involved in the talks worried, whether justifiably or not, that they 
would have little to say about these decisions. Thus, what they required above 
all was not a welter of computer print-outs but solid assurances that the 
alliance remained a supreme American interest. 

The assumption that the security of the North Atlantic countries continued 
to rest on the system they had created was still held to be valid by their govern- 
ments. Nonetheless, these same governments were watching Western Europe 
and the US drift apart. The sense of community, or identity of interest, be- 
tween the two was yielding to a sense of fatigue, a weariness with the old 
orthodoxy. Yet no satisfactory alternative to the present system had emerged. 

The absence of policy was a policy of sorts, but one that could produce 
undesirable - certainly unpredictable - consequences. None of the Western 
governments was thinking in terms of a broad policy linking the various ele- 
ments of European security, whether military forces, trade or money. On every 
side, we found instead attitudes, and these were probably not well understood 
if only because even they were not fully formed. America tended to regard 
Western Europe as an assortment of states which, lacking unity, could not pull 
their weight politically, but which had combined to harass American commerce 
and complicate everyone’s monetary difficulties. Western Europe saw America 
losing sight of primary interests while exaggerating the gains to be made in 
triangular politics. In a way, each side - America and Western Europe - felt 
taken for granted by the other. 

Perhaps the immediate importance of CSCE was that it had obliged Ameri- 
cans and West Europeans to work together on an operational political matter 
involving the Soviet bloc. An optimist might conclude that this experience of 
NATO governments in coordinating positions in CSCE could be usefully 
applied to their dealings with the Soviet Union in other forums and in their 
dealings with each other on more immediate and contentious problems of 
trade and money. On present form, though, any such optimism seemed 
unlikely to be borne out. 
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In introducing his paper to the meeting, the American author confessed to a 
“certain confusion of spirit” about the European Security Conference. He 
found it an elusive enterprise which meant many different, things to different 
people. It would perhaps be advisable in the discussion to treat CSCE as part 
of a process and to relate it to other negotiations such as SALT and MBFR. 

The implications of these developments for relations among the Western 
governments were most significant. MBFR had been the larger part of the 
price paid by the Russians for the West’s willingness to attend a CSCE. 
Ironically, the Soviets stood to gain potentially more from MBFR, which was 
NATO’s initiative, than from CSCE, which was theirs. 

MBFR could become the more consequential negotiation, affecting security 
in a variety of ways, or it could remain a foil for fencing with the status quo. 
It was in any case a double-edged proposition: while it might silence the 
“Mansfield bloc”, it could also arouse fears that might simply contractualize the 
US military withdrawal from Europe. In the words of a senior French civil 
servant, it could “lead to the demobilization of all the defenses of Western 
Europe.” 

In any case, MBFR was with us, and it was interesting because more than 


anything else “it forces up all the hard questions about the continuation of the 
Western alliance, and about relations generally between the US and the 
European NATO governments. In its crudest form, the question may be 
whether the process of detente will create enough momentum to dilute Western 
defense arrangements, and possibly lead America, consciously or not, to 
emphasize great power politics at the expense of alliance considerations.” 

# 

* * 

DISCUSSION 

I. What was at stake in the Conference from the point of view of the major participants 
and factions? 

The discussion was opened by a French participant, who reviewed the 
Russian objectives that had led them originally to promote the Conference, 
to consolidate the status quo in Europe; to gain a freer hand for dealing with 
China; to acquire Western technology and know-how; to raise their domestic 
standard of living; to slow Western European integration; to weaken NATO, 
and to accelerate American disengagement from Europe. The Russians had 
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since moved closer to most of these objectives by various avenues, but the 
Conference still held an important symbolic value for them in promising 
multilateral recognition of the European status quo. 

While the expectations of the West should not be too high, the mere fact that 
the Conference was taking place was significant. It was a positive element in 
the framework of detente, which was vastly preferable to the cold war. Detente 
was not yet readily available for consumption in the Soviet Union, as was 
evident from the constraints on artists, writers and other intellectuals with 
unorthodox opinions. But progress could be hoped for gradually as human 
exchanges increased. 

Although the Conference would probably give certain military advantages 
to the Soviets and their allies, concrete decisions enabling economic and cul- 
tural exchanges would await slow Moscow deliberations on questions of 
sovereignty and internal rights and customs. Western negotiators would thus 
need to be patient and tenacious to obtain even modest results. We could not 
be assured of real detente until the Russians showed a willingness to reduce 
their military concentrations outside their borders. That could involve a 
lengthy process, of which we were only at the first stage. 

In the eyes of a Swedish participant, the Soviet interest in detente was 
serious. They had come a long way from their intransigent attitude concerning 
Berlin in the sixties, for example. This change had been motivated partly by 
the Chinese problem, but largely by their need to satisfy the hunger for higher 
private consumption among their citizens. The Soviet Union was still, as 
Bergson had described it, a superpower based on a second rate economy. 
Inflated expenditures for armaments and space ventures, aggravated by s 
chronically bad climatic conditions, had resulted in poor economic perfor- 
mance and overall inefficiency. 

All this lay in the background of the Helsinki conference, which presented 
opportunities the West should use. The Conference should not be approached 
with euphoria, or regarded as an instrument for dramatically changing the 
political structure of either side. Although progress would be limited, because 
of the basic differences between the two systems, the Conference might lead [ 
to a broader context of East-West cooperation, which was bound to have a j 

stabilizing effect. j 

The European Security Conference was neither a conference nor was it about 
security, in the judgment of an American speaker. It was rather a process, j 

designed to make change in the political nature of the East-West relationship ; 

gradually more acceptable, and less threatening to the parties concerned. This 
would take a long time, and we should not think of it as a negotiation, with 
tangible evidence of progress. i 


Still, there was no point adopting a negative attitude toward the Conference, 
by articulating all its dangers; that would just give the Soviets a political issue 
to exploit. At the same time, we should not overlook the points of Soviet 
weakness: their complex and costly military position, including the long 
Chinese border; their domestic economic problems; and the instability in 
East Europe. Detente remained reversible, and we had to monitor closely 
Soviet internal developments for further signs of repressive measures which 
could hold retrogressive implications for their external relations. 

A British participant doubted that Russia’s support for the CSCE showed 
a genuine desire for peace, in view of its “unabated support of continuing 
strife in the Middle East and Southeast Asia.” It was more likely just a wish 
for a tactical detente. The speaker had yet to hear a good reason why Western 
Europe and America should support the Conference, except that it was a way 
of diverting attention from difficulties at home. 

According to an Italian participant, the Soviets were trying at Helsinki to 
create a special juridical system for Europe to be superimposed on the political 
system and consecrated by the Conference. On the principle of the immu- 
tability of frontiers, they would seek permanent recognition of the frontier 
which cut Europe - and Germany - in two. They also wanted a droit ie regard 
over any European territorial change, even in the West and even resulting 
from agreement, self-determination or a union of states. Finally, the Soviets 
wanted to stabilize the existing political regimes throughout Europe, thus 
intensifying the validity of the Brezhnev Doctrine. 

As a counter to the Russians’ insistence on these aims, the West had been 
pressing the issue of the “third basket”, or the freer movement of people and 
information. Unfortunately, however, the Westerners themselves had listened 
to timid counsel in drafting the proposed agenda (“the word ‘idea was not 
mentioned, so as not to shock anybody”), so that the bargaining position had 
been weak at the outset. An American speaker agreed that this point 3 was an 
important objective, especially to the intellectuals and the younger generation. 

A British speaker said that the basic role of the Conference would be to 
consecrate a change which was already recognized by both sides to have taken 
place. Although there were dangers in it, there were also opportunities, and 
it was “really absurd for us to be so nervous all the time about meeting the 
Russians in a multilateral gathering.” Just as the Russians had agreed to 
MBFR in order to get the Security Conference, so had the West agreed to the 
Conference to obtain the negotiations on MBFR. Although the Russians 
sought the reduction of American troops in Europe, they were not anxious for 
the US military influence to disappear. 

A multilateral negotiation between the Western allies and the Communist 
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allies in Europe was far preferable for all European countries than a continua 


tion of bilateral talks between the US and the USSR, particularly with respect 


to MBFR, as any discussion of mutual force reductions should necessarily 


involve the European countries. 

A German speaker concurred in the conclusion that both the Conference 
and MBFR provided an opportunity “to counterbalance any temptation 
towards superpower bilateralism that either the Americans or the Russians, or 
the two of them together, might succumb to.” They also offered a crystalliza- 
tion point for European solidarity, and “a sounding board, where we can say 
openly and loudly what we are really after.” At the same time, the West should 
be wary of the whole exercise, and heed the scepticists’ words of warning, 
although public opinion would not allow us now simply to “get off the bus”. 

An International participant feared that public opinion had made it nearly 
impossible for the West to stay away from Helsinki after all the preparatory 
work. Had they done so, they would have been subjected to a barrage of Soviet 
propaganda about what could have been accomplished. And yet the speaker 
was not without his misgivings. While the Russians now attached largely a 
symbolic importance to the Conference, they hoped to gain from it in various 
ways. Moreover, it was clear from the annual resolutions of the party congress 
that the long-term aims of the Soviet Union had not changed. 

A Norwegian speaker stated candidly that he feared the outcome of the 
Conference. Realistically, it had to be said that SALT had been at best a draw 
and that MBFR was “stacked with Soviet cards.” The CSCE just stood to 
confuse things. The Russians would get trade and technological benefits and 
would go on enhancing their military position in the Far East and in Europe, 
while the defenses of the West would be weakened. 


To keep from being thrown off balance and exploited by the other side, we 
had to approach the Conference carefully and soberly. But there were elements 
now in public opinion which could not be overlooked so we had to try to make 
our best efforts in the general approach to the East. 

A Danish participant spoke of the danger, expecially in some smaller 
European countries, of becoming isolated from the trend of public opinion. 
It was unfortunately a fact of life that the sort of reservations and warnings 
about the Conference which were being expressed at this meeting probably 
carried less and less weight with a large part of the public in a number of Western 
European contries. Public opinion, “inspired by wistful and woolly thinking 
and swayed by the attractive sight of detente,” was way ahead of our realistic 
analysis and perceptions. This did not exempt our leaders and journalists from 
their obligation to go on telling the public what they thought was right, but 
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they had to be careful not to become increasingly isolated in their own political 

environment. I 

Personally, the speaker questioned the Soviet attachement to detente, and 
was accordingly sceptical about the prospects for a freer flow of information and 
people. We had seen Moscow clamp down on its satellites and on intellectual 
dissidents at home. 

A British speaker intervened to question the validity of the public opinion 
argument. In his own experience, politicans who acted reluctantly, with a 
feeling that they were engaged in a futile exercise, often tried to cover them- 
selves with the excuse that they were simply being forced to respond to public 
opinion. 

To dismiss the Conference as merely a symbol or “charade”, though, was to 
underrate its potential, in the judgment of a Canadian commentator. While 
its main value might lie in its moderating influence among the Eastern coun- I 

tries, it should also benefit relations among our own countries. Most of us had 
active bilateral relations with the Soviets, and it was healthy for us to get some 
experience of conference diplomacy with them. We had reason to be confident 
about the ingenuity of our negotiating techniques and our ability to influence 
the direction of the Conference. It did not need to be “the greatest event since 
the Creation” to be worthwhile. It had merely to produce some positive results, 
and on balance not have negative effects. 

A German intervention also called for a positive approach to the Conference, 
as nothing was so important in political as well as military strategy as putting 
yourself in the other fellow’s shoes. “This mutual understanding of interests and 
goals, of prejudices and inhibitions, of insights and misinterpretations - this 
opportunity should not benefit only the two SALT partners, but ought to be 
multilateralized, which is being done in Helsinki.” 

An American participant said that, while the CSCE had received secondary 
attention from the US administration, it could serve his country as a useful 
symbol of the ratification of the status quo that had come to be accepted 
through the whole series of agreements of the last three years. It could also 
provide a codification - if perhaps not a forward movement - of steps to be 
taken in such areas as economic/social exchange and confidence-building 
measures (warnings of military movements, etc.) One thing that seemed not 
to be at stake in the Conference was any real hope that it would be an active 
ingredient in producing greater independence for the nations of Eastern 

Europe. The USSR would not let it serve that purpose. 

The MBFR was a much more important negotiation for America as it bore 
directly on the question of whether there would be a unilateral US force 
reduction in Europe. If MBFR became a reality, a serious issue would be 
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whether it could be sustained before Congress as a reason for not making 
substantial unilateral cuts. 

Another American speaker expressed the hope that the Conference would 
reveal a new Western unity to counterbalance an unhealthy American com- 
plaisance toward the Russians, which the Nixon administration might adopt 
in an effort to register a spectacular political success over the next eight or 
nine months. 

In the view of a British participant, European security was important, but 
the European Security Conference was not. It was premature and could with 
advantage have been postponed. The alternative was not a resumption of the 
cold war. Relations between East and West were making slow but steady 
progress, and did not need an elaborate conference to carry them forward. 

There were more important tasks for our foreign ministers, including devel- 
opment of the EC, repair and maintenance of the Atlantic relationship, the 
proper organization of European defense, and the resolution of the Middle 
East crisis. ■ 

However, as much as one would wish that the Conference were not taking 
place, we had to see what we could make of it - to take our text from the Bible 
and attempt to overcome evil with good. 

That view was endorsed by a Turkish speaker, who agreed that the building 
up of peace and security in Europe did not require such a conference. As it 
was already scheduled, though, the West could only make the best of it, but 
they should not hesitate to break off discussions if they were not proceeding 
satisfactorily. We should not forget that Russia’s unwavering aim was to dis- 
mantle NATO and separate the US from Europe, so as to be assured of a surer 
grip on its empire. The Soviets’ recent more lenient attitude did not mean that 
they were prepared to abandon the Brezhnev Doctrine or to accept real com- 
munication between East and West. 

Unlike our own approach to other fields - such as energy, for example - 
where we made long-range projections, we were inclined as a general rule to 
handle political negotiations with the USSR on a day-to-day basis. This was 
dangerous, in that it led us to put undue emphasis on transitory details. 

A Swiss participant conjured up an image of the Helsinki Conference in 
which the skilled and united Soviet diplomats and their satellites moved step by 
step to get what they wanted. It was not clear what the Western powers or even 
the neutrals would get out of the Conference, however. Based on past form, it 
was likely to be all “give” on one side and all “take” on the other. Could not 
the Western negotiators be more patient, less hasty, “more oriental in their 
technique”? 

A British speaker thought it was surprising to hear such a “Manichaean 


view” from a citizen of a neutral country which had never been involved in 
security bargaining and had little experience of direct confrontation with the 
enemy. Members of the Western alliance - aware of strains within it and 
conscious through long contact with the Russians of changes taking place 
within the USSR - were better able to see opportunities of making progress, 
“even though it may be inconvenient to some of the neutral countries who 
would prefer to see Europe remain forever as it was in 1955.” 

Strong objection to the foregoing speaker’s way of putting the matter was 
taken by a Norwegian participant, who said that the Swiss intervention had 
expressed the feeling of many who had had long experience of dealing with the 
Soviets. 

An Italian speaker was sceptical about chances for the political liberalization 
of the Eastern bloc, but foresaw a useful role for the CSCE in the economic 
sphere. It might accelarate the evolution of COMECON toward greater spe- 
cialization of production in the various Eastern countries, and broader tech- 
nical and economic cooperation aided by the convertibility of the rouble. The 
result of the Conference might be to persuade the USSR to give greater freedom 
to the Eastern countries to shape their own economic relations with the West, 
so long as the political unity of COMECON was not jeopardized. For the West, 
top priority should be given to the unification of the EC. 

The economic implications of the Conference were also the subject of a 
German intervention. The speaker pointed out that the Poles had been the 
pioneers in the concept of technical cooperation between countries with dif- 
ferent political and economic systems. Their example had been quickly 
followed by other East European countries, all of them relatively dependent on 
foreign trade. The USSR had been the last to show an interest in the concept, 
because of the self-sufficiency of its big domestic market. 

Three or four years ago, the Russians had begun to change their attitude, 
because of pressure from the satellite countries, their own need to respond to 
the internal demand for consumer goods, and their desire to increase the scale 
of their export production through new techniques. Another important factor 
in this shift was Brezhnev’s dream of transforming the Soviet Union into a 
truly modern industrial society. 

The speaker did not foresee a greater centralization in COMECON, to the 
detriment of the sovereignty of the smaller countries. Their differentiation of 
needs called for greater flexibility in East bloc industry in general, including 
the USSR. We would see more direct links between Eastern and Western 
industry, and a growing technological interdependence. This did not mean 
that we would change their system, but we could establish new forms of 
relationships on a long-term basis. 
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A Belgian participant alluded to Russia’s need for equipment and technol- 
ogy to further the well-being of its people. These could only be obtained in a 
peaceful atmosphere, which was a positive element for us. Although the US 
had been the preferred partner of the USSR in its campaign for economic 
development, Western Europe should aim at playing a bigger role. To do this, 
it would have to achieve greater diplomatic unity, but not at the expense of 
European-American links, which indeed ought to be strengthened as a result 
of Helsinki. In the long run, neither party could act entirely on its own. 

We should not expect too much from this first meeting at Helsinki, but there 
was - in addition to the question of peaceful coexistence - a series of concrete 
technical and economic projects on which East and West could help each other. 
As a parallel to initiatives at the diplomatic level, the speaker wondered 
whether private groups could not form a sort of committee in Western Europe 
to encourage the flow of contacts with the East. 

The Chairman endorsed this concept, and suggested that perhaps trade 
union groups were well placed to lead such initiatives, which might be less 
well received if organized in “establishment” quarters. 

In response to a question from a German speaker, the Belgian participant 
denied that American and Western European trade unions were experiencing 
a rift because of the latter’s bilateral contacts with Eastern unions. For the 
Western Europeans, Americans were more “natural allies”, but one could not 
overlook the value of contacts with Eastern labor leaders, who were at the 
same time influential party and governmental spokesmen. Up to now, though, 
the Western Europeans had refused multilateral contacts, because they did not 
want to get mixed up in new structures which had nothing to do with the free 
and democratic trade union movement. 

An International intervention dealt with the role of Western European trade 
unions in East-West relations, and in particular in laying the groundwork for 
the Security Conference. During the past decade, some 95 per cent of the 
recognized free and democratic unions in Western Europe had had bilateral 
contacts with Eastern European workers’ organizations, with the aim of 
helping to convert the existing military frontiers into normal political borders. 
As early as 1965, the Western unions had considered organizing a security 
conference, but they had finally had to tell the Eastern political leaders that it 
was impractical to hold such meetings on a private, non-governmental basis, 
as responsibility had to be borne by parliaments. 

Henceforth the, Western European unions would channel all their multilateral 
contacts through existing, well-reputed international organizations, and follo- 
wing that policy they planned to participate in the European economic and social 
conference to be sponsored by the International Labor Organization in 1974. 
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II. Should CSCE become a continuing process, bearing in mind that protracted MBFR 
negotiations might lie ahead? Could CSCE become part of a larger transnational process? 

The Belgian speaker mentioned above thought that the Helsinki conference 
should not evolve into a sort of permanent organization, and this opinion was 
shared by others at the meeting. 

An American participant, who sympathized with the aspirations expressed 
by the author of the Norwegian working paper, was sceptical of a continuing 
structure, at this stage at least, as it might appear to promise more than it 
could realize. This particular vehicle could probably do little more than 
reflect a state of affairs leading to a greater flow of human beings, ideas and 
trade. Hopefully, this process would advance over the years, but actions that 
were effective under it would be taken mostly by individual nations, under 
bilateral agreements, for a long time to come. 

A French speaker was not opposed to discussing the idea of a permanent 
organization, but he thought that we could not tell if it would be necessary 
until after the various commissions had completed their work. With reference to 
MBFR - about which certain countries had had basic reservations - the speaker 
wondered whether it would not be dangerous to set up, in the central part of 
the territories covered by the alliance, a zone which would have a legal and 
political status quo different from the rest of Europe. As we did not know what 
the future held, was it not preferable to remain flexible so as to be able to 
respond to any situation? 

In the estimation of a British participant, the fundamental Russian aim of 
tilting the balance of power decisively against the West had not been dissipated. 
We should therefore be on our guard against any steps at the Conference which 
would weaken Western cohesion. In particular, we should avoid signing a 
document of ambiguous principles, which would be misleading in the democ- 
racies and of no influence whatever in Communist societies. If the Soviets got 
such a document, they would doubtless try to infuse it with the force of inter- 
national law and to establish a continuing organization to referee our obedience 
to the principles which they laid down and which they alone interpreted. There 
was no need for the sake of appearances to become party to a document which 
would haunt us in coming years, and we should not hesitate to break off the 
Conference if such a commitment became an issue. 

The speaker had never liked the possibilities of what might flow from the 
MBFR discussions, but it was an area that had to be examined hard within the 
alliance and then with the Soviet Union. 

An International participant, while recognizing the dangers in MBFR, saw 
also a useful side, in that it could allow a certain disengagement in the number 
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Under this reasoning, MBFR had two aims: (r) to maintain a balance of 
military power in Europe - a psycho-political balance as much as a numerical 
balance; and (2) to tell “the Mansfields” - not only in the US, but in Canada 
and Europe as well - not to rock the boat while we were negotiating a new 
balance on a lower level. This was the great tactical merit in MBFR. And it did 
not mean that Western European forces did not matter - because numbers of 
troops, tanks and aircraft did matter. 

An Italian participant asked whether MBFR should involve only stationed 
troops, or whether it should eventually also involve so-called national troops. 
The preceding German speaker was of the impression that it should include 
both categories. Another German participant thought an agreement touching 
only the stationed forces would be a dangerous precedent, tending to strengthen 
a US-USSR bilateralism which the Europeans were not interested in. “You 
cannot claim the fruits of detente for America only,” he argued. 

An International speaker explained that the emphasis had shifted last year 
to the stationed forces, but that it should be remembered that these were not 
solely Americans and Russians, but also British, Canadian, Belgian and Dutch 
troops stationed in West Germany. A small part of them would go home, but 
would remain fully operational without being disbanded. 

A British participant strongly favored an agreement affecting only US and 
Soviet forces, for three reasons: (r) the only practical way Europe could carry 
a larger share of the defense burden was by allowing America to reduce its 
forces, as the Europeans could not actually increase their numbers; (2) it would 
be impossible to contain domestic pressures in the US without some move like 
this; and (3) there was a real military advantage to NATO in getting Soviet 
forces out ; we were not terribly concerned about Polish or Czech troops in the 
Warsaw Pact. 

The author of the American working paper could think of nothing better 
calculated to drive the US and Western Europe apart at this point than an 
inclusion of indigenous forces in any kind of MBFR arrangement. 

As for CSCE eventually becoming part of a larger transnational process, an 
International speaker was apprehensive that this might disintegrate into a sort 
of “sloganism” which would cause populations to “mistake the facade for the 
reality.” Furthermore, we already had enough transnational processes func- 
tioning in such organizations as NATO, OECD and the EC. 

A Norwegian participant thought that the preceding speaker had not under- 
stood the much wider definition of “transnational processes” as used by the 
author of the Norwegian working paper, who had taken a longer perspective 
than that of the author of the American working paper. What was intended 
was an attempt to remove the basic elements of conflict that could lead to war. 
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of troops on the American side with a counterpart on the Soviet side. In the 
preparatory talks, however, the Russians had been reluctant to do anyting 
concrete, focussing their attack on having Hungary excluded from the Central 
Sector. The NATO countries had been willing to admit that, so long as it was 
agreed that troops withdrawn from other countries of the Central Sector could 
not be reassigned to Hungary. 

The US concern had been that the Soviets could in any case bring troops 
back from Russia to the Central Sector at any moment. The answer to that 
was that the NATO countries would know as soon as that happened, and that 
it would be a clear violation of the agreement, thus provoking countermeasures. 

The speaker was nonetheless sympathetic to the view of the French, who 
foresaw a dangerously euphoric reaction to MBFR, and to that of the “fringe 
countries” (Norway, Denmark, Turkey and Greece), who feared that their 
participation would further weaken their military position. There was a limit to 
how far one could withdraw without destroying the credibility of one’s defense. 

If one accepted the legitimacy of troop withdrawals, should they take place 
in MBFR, or within the context of an agreement between the allies? That was 
the question put by a British participant. He was all in favor of a genuine troop 
reduction as part of a genuine MBFR, but he was opposed to a “cosmetic” 
unilateral reduction under the guise of MBFR. To avoid the latter option, he 
would prefer to see the European allies make up the gap of the 50-60,000 
troops which America might have to withdraw, and then to negotiate mul- 
tilateral troop reductions within MBFR. 

The author of the American working paper suggested that the interesting 
question posed by the preceding speaker had been overtaken by time. MBFR 
was admittedly imperfect, but it had become, willy-nilly, the chosen instrument 
for sorting out the question of US forces in Europe, and possibly the entire 
military balance there. 

Unless the NATO governments found some way of approaching MBFR as 
they might once have approached the question of a unilateral reduction worked 
out carefully within NATO, MBFR could well end up giving the Soviet Union 
a droit de regard over Western defense. This problem was much greater with 
regard to MBFR than CSCE. 

The seriousness of this MBFR issue was confirmed by a German intervention. 
The speaker’s argument was as follows: Moscow would always swallow what 
it could reach without taking too great a risk. The greatest risk would be an 
armed conflict with the US. The extension of Soviet influence over Europe 
was constrained above all by a distaste for conflict with the US. Therefore 
American troops should be maintained in Europe “as long as there are Russian’ 
troops in Europe in places where they do not belong,” 
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A German speaker attributed to Europe a wish “to start a process which 
will provide us with a framework for controlled change, and which will open 
the Russians and the whole Eastern bloc to the kind of transnational processes 
toward which they still close themselves now.” 

III. Did detente militate against Western European political cooperation and the Western 
alliance? Would an all-European security system, including both superpowers, be feasible 
or desirable? 

An American participant thought that the process of detente, of which 
CSCE was a particular symbol, did not need to militate against Western 
European political cooperation and the alliance. If we kept our wits about us, 
we could maintain an adequate security and defense posture. 

On the other hand, he did not foresee for many years - nor would he advo- 
cate - an all-European security system. The Soviet Union still retained certain 
objectives which were not consistent with detente, and the fear which many had 
of a “Finlandization” of Europe was not an idle one. 

A British speaker noted that the preparations for CSCE had had the positive 
effect of intensifying consultation within NATO and the EC and with the 
neutrals. Our main aim now should be to get the Conference out of the way 
without serious harm being done, and to continue to work on the advancement 
of practical measures between East and West. The idea of an all-European 
security system, though, would not have any meaning within the next decade. 

The strong Soviet interest in detente had made the widening of the Common 
Market much easier than it would otherwise have been, according to a Swedish 
participant, as Moscow had not dared to oppose the enlargement of the EC. 

A British speaker argued, on the other hand, that postwar history suggested 
that the process of detente would indeed inhibit future European political 
cooperation. As for the creation of an all-European security system, it would 
not only be meaningless - “none of us would sleep any easier” - but it would 
also be immoral. Such an acceptance of the status quo would “kill the last spark 
of hope in the satellites”, with no positive gain to ourselves. 

A German participant said that the notion of all-European collective 
security “doesn’t stand a chance, not in this decade.” Without waiting for the 
East, Western Europe should work on its own priorities of political integration 
and keeping up its defenses, as there were still risks in the whole detente process. 
Above all, we should not subscribe to anything which gave the Russians a 
droit de regard over Western ambitions. 

An Italian speaker reminded the meeting that the final choice of the name 
“Conference on Security and Cooperation in Europe” - instead of “Pan- 


European Security Conference”, as suggested by the Russians - reflected the 
reality that European security was still assured by non-Europeans: the US in 
confrontation or negotiation with the USSR. 

The MBFR, which really should have remained a question for Senator 
Mansfield and the American administration, had been permitted to transform 
itself into negotiations between the US and the Soviet Union, before having 
been discussed between the US and Europe. 

These developments had been mostly the fault of the Europeans themselves, 
who had done “very little to achieve a unity of purpose . . . practically nil to 
educate ourselves for the need of a European participation on a basis of 
equality in the defense of Europe.” They had thought little about a defense 
community, and less still about a European or Anglo-French nuclear deterrent. 
It was no wonder then that European security continued to be the responsibility 
of America and Russia, albeit in different forms than before. 

A Belgian intervention dealt with the “invertebrate character of European 
unity.” Even if Europe could be said to be united, it either did not act, or acted 
without coordination. This was the major risk at Helsinki: that no-one could 
take responsibility on behalf of Europe. 

Europe would be in a much stronger position going into CSCE if the Euro- 
pean Defense Community had become a reality, and the speaker suggested 
that reopening that dossier would be in accordance with the 1972 EC summit 
decision. In reply to a Turkish question, he said that a new European army 
would need to include countries which had not been involved in the plan in the 
fifties. 

Two British participants registered their opposition to converting the Europe 
of the Nine into a defense community at this stage. They were supported by an 
International speaker, who said that, while as a convinced European he 
favored foreign policy consultations among the Nine, he was rather nervous 
lest they take decisions which should be taken in NATO. The members of 
NATO who did not belong to the EG might feel that the others were “more 
equal”, which would be detrimental to NATO cohesion. NATO was the only 
international body with military and political objectives which combined the 
presence of the US, Canada and the European countries. It had developed a 
useful system of consensus-reaching, in which every country was prepared to 
change its point of view in the face of convincing arguments from the others. 
This would be jeopardized if the Nine went off to themselves and agreed always 
to take the same stand. 

An Italian speaker said that Europeans should think more about their own 
defense, but that their cooperation should be limited to conventional defense 
systems. Changes were starting to shift the strategic position of Europe from 
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opinion in an era of detente that a certain level of military expenditure was 
still necessary. In order not to weaken our hand in negotiations, we had to give 
the impression that Europe was united in its determination to maintain its 
defenses. This meant convincing the public that political detente - which was 
not yet a real fact - had to precede any military relaxation. 

These thoughts were echoed by a compatriot, who described how this issue 
had been put into relief by the debate on military conscription ill France. A 
defense system had to be postulated on a certain threat, and the threat could 
be perceived only in relation to the nation s own set of values and policies. 
Defense therefore had to be based essentially on forecasting the nature of the 
threat and what was required to meet it. 

The safety of Europe depended on the presence of American military forces, 
whose withdrawal was now a possibility. The speaker called for a thorough 
examination of Europe’s defense needs and an evaluation of how national 
resources could be better pooled to enable Europe to insure its own security. 
This should not exclude a continuation of the alliance with America, however. 

A Netherlands participant agreed with the importance of a clear definition 
of the way of life the West wanted to lead. But did not the concept of detente 
presuppose a common vocabulary of cultural and spiritual values? A previous 
intervention had cautioned against the West’s subscribing to any ambiguous 
principles, but the speaker was under the impression that this had unfortunately 
already been done at a meeting of European ministers of culture in Helsinki in 
the summer of 1972, where resolutions had been adopted, for example, con- 
demning “retrograde ideas” and “provocative exchanges” and endorsing 
“pacific coexistence”. If the CSCE really aimed at contributing to detente, 
should it not begin by sweeping away such ambiguities? 

IV. Could the US pursue, with equal seriousness , triangular politics and a coherent 
European polity? 

An American participant said that the evidence of the past two years 
suggested that the US was finding it difficult to keep in equal focus its European 
politics and its triangular relations with the Soviet Union and China. At the 
same time, it seemed that classic balance-of-power analysis, based on the 
concept of five central powers, had been largely discredited, or at least muted. 
Dr. Kissinger’s recent speech had indicated a greater emphasis on a coherent 
European policy, as the US continued to pursue the possibihtes of expanded 
relationships with the Soviet Union and China. 

In the same way that preparations for the Security Conference had accom- 
plished a useful pulling together of views within the EC, so the consultations 
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that of a region of global conflict, with implied American intervention, to a 
region of local conflicts, in which the US would be hesitant to take part. 

Unlike the previous speaker, this participant thought that the Nine should 
take a leading role as a unit in furthering Europe’s defense. Defense was not 
simply military, but had political, economic and technological aspects. No 
community which tried to develop in those fields could stay out of defense. 
Furthermore, France would remain less than a complete partner in European 
defense if she did not resume full participation in NATO. In the end, how 
could Europeans seriously tackle the problem of defense except through the 
Community? 

In the judgment of a German speaker, “a common Western European 
defense outfit would do much better that the multinational conglomerate that 
NATO really is and always has been”, but there were roadblocks to be over- 
come in every capital in Western Europe. Nevertheless, the Paris summit 
agreement of October 1972 represented the best starting place for harmonizing 
and integrating the interests of the core of Western Europe, and the participants 
in that summit meeting “should not be permitted to get away from their 
commitment.” 

The greatest danger to the fabric of Western interdependence at present lay 
not in CSCE or MBFR, but in our inability to deal with the pressures generated 
by our trade and monetary problems. The speaker was particularly concerned 
about the helplessness of the Western Community before the social and political 
results of world-wide inflation. 

A British speaker agreed that the main threat to NATO solidarity was not 
in the military or political field, but in the field of trade and currency. O11 both 
sides of the Atlantic, “bread and butter” issues were going to be taking priority 
in the next year or two over questions of military strategy and foreign policy as 
conventionally defined. 

It was a hopeful sign, however, that the preparations for the East-West 
multilateral discussions had produced the most effective consultation yet inside 
NATO and within the EC. The forthcoming discussions with the East presented 
little danger, as both sides were aware that they had a much greater interest in 
preserving their internal cohesion than in moving toward a new system in 
which existing alliances were fused into some new sort of European security 
organization. 

Adjustment to the new world situation would impose great strains on NATO, 
and people would continue to claim that it was in disarray. But that had been 
going on for years, and NATO had still managed to maintain our security for 
a quarter of a century. 

A French participant discussed the difficulty of convincing Western public 



between Europe and America for CSCE, MBFR and SALT II should prove 
that our viewpoints were not so far apart. 

In the opinion of an Italian speaker, the notion of a “pentapolar” world had 
been shown to be invalid because it was based on the mistaken premise that U S 
foreign policy with all the major power centers had to be conducted with the 
same set of principles. It was wrong to try to apply to Europe the concepts of 
Realpolitik which were appropriate for China and the Soviet Union. This was 
so, not for reasons of sentiment or friendship, but because the main theme of the 
European-American dialogue was economic. 

The Nixon administration had tried the Realpolitik technique of political 
negotiation with Europe. The strong approach of Secretary Connally may have 
been a necessary shock at the beginning, but it was not a method that could be 
pursued for long without causing “the collapse of the whole building of common 
economic structure.” 

Without diminishing the importance of the security aspects of the general 
situation, the speaker thought that the seventies would not after all be “an age 
of Metternich.” The central problem was going to be the search for a stable 
economic equilibrium within the Western world, which would require much 
more complex equipment than a Metternichian balance of power. Equilibrium 
would not simply result from a series of negotiations on trade and monetary 
matters between America and Europe. We had to attack root causes of our 
troubles, such as the US balance of payments deficit and structural changes in 
the American economy, which had become oriented towards service and high 
technology. Would it not be useful to establish an institutional framework in the 
economic field, within which countries of the alliance could study basic prob- 
lems and coordinate their economic policies? 

Another Italian intervention stressed the importance of economic factors. If 
the Tokyo trade conference should lead to greater protectionism, Europe 
would need to accelerate its economic integration and to revise its agricultural 
policy with the aim of liberalizing its trade with the US. Otherwise, America 
would be tempted to expand its bilateral commercial relations with Japan 
and the Soviet Union. 

An American participant described the people working on the development 
of the US side of the trade and monetary negotiations as “largely technicians 
and economists, with very little political background, who tend to look at these 
problems purely in terms of the effect on the American balance of trade and of 
payments.” They were under very heavy pressure from various special interest 
groups, and they were inclined in a rather captious way to challenge a lot of 
assumptions which people with some political experience would not challenge. 

There was moreover a feeling among some people involved in American 
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commercial and economic policy that the US had been wrong to support 
European unity, as it was now being turned against America. This was an 
infectious and dangerous spirit, and it was essential to construct an adequate 
political framework for the US-European negotiations, to keep them from 
becoming abrasive and divisive. The purpose of Dr. Kissinger’s recent speech 
had been to try to set some ground rules and to place our problems in their 

larger dimensions. . 

This speaker also warned of the fundamental changes m the substance and 
style of US foreign policy that might flow from “the recent unhappy and 
sensational events in Washington.” The extraordinary initiatives and achieve- 
ments of the past two or three years had nevertheless suggested a kind o 
unilateralism in American policy which many had found disturbing. But 
balance of power politics could only be played by a government which acted 
fairly independently of the legislature and public opinion. These techniques, 
including that of theatrical surprise to bring the public along after the fact, 
would no longer be feasible. 


The prospect that the formulation of America’s foreign policy would be 
based less on secrecy and more on consultation with its allies was an encour- 
aging one. At the same time, though, the President’s diminished authority 
with Congress increased the likelihood of US troop withdrawals abroad, and 
Western Europeans who were concerned about that ought to redouble their 
efforts to assuage American worries about the balance of payments aspects o 

this matter. , . , , 

Another American participant warned of two other dangers which he saw 
emanating from the present domestic situation in the US. One was that the 
President’s prominent stake in promoting what he had called “a generation o 
peace” would put him in a disadvantageous position in his negotiating relation- 
ship with Brezhnev. The other was that the need to reunite the conservative 
wing of his own party would lead him to create “some situation of stress , such 

as a resumption of hostilities in Vietnam. , TTC 

An International speaker expressed sympathy with the phg toe 
Some years ago, Europeans had reproached America for being too rigid, too 
steeped in the cold war mentality, to make any concessions to the Soviet U mon. 
Now they were complaining that America’s bilateral contacts with the Russians 

infringed on the rights of her allies. . 

The speaker thought, on the contrary, that President Nixon s °reig P V 
had been far-sighted and marked by commendable initiatives. The tendency 
towards secrecy had perhaps been explainable by the special nature o e 
developments with China and Russia, but as this was no longer necessary he 
US would hopefully consult more with its allies. Its failure to do so in t le 
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preparation of MBFR had been frustrating for the Europeans, but the Ameri- 
cans had finally produced an excellent paper which proved they had given 
deep thought to the problems of all members of the alliance. 

A German speaker remarked that, while it was difficult for the US and 
Europe to understand each other’s decison-making processes, they should 
make an effort to do so. In recent years, the “normal” process had been for 
Washington to keep its foreign friends completely confused with bits of paper, 
speeches, and leaks here and there. “Then all of a sudden they will take a 
decision, trumpet it all over the world very loudly, and expect everybody to 
buy it within 48 hours.” The speaker said that if the “Connally-type policy” 
had been pursued in other fields, just a bit longer, it would inevitably have 
destroyed the Western community. But the blame for faulty communications 
lay on both sides of the Atlantic. 

For several years now, many European leaders had tried to impress upon the 
Americans the importance of their getting rid of their chronic balance of 
payments deficits. The Europeans of course would help them to do so, as it was 
a matter of mutual interest. Burden sharing was also essential. Year after year, 
Germany had been offsetting some 88 per cent of the American foreign 
currency outlay for the maintenance of their troops in Germany, and had been 
spending as much as it could in the US for arms. 

An International speaker added that defense was not a question of philan- 
thropy. If the Americans did not believe it was in their interest as well to keep 
their troops in Europe, then they should take them home. 

In the opinion of an American participant, the foregoing German description 
of US policy-making was not a fair generalization. During the SALT negotia- 
tions, the US had had some 20 consultations in the North Atlantic Council. 
American performance had perhaps been irregular, but it did not merit an 
across-the-board condemnation. The German speaker then cited Dr. Kis- 
singer’s “Atlantic Charter” speech as another example of the “surprise tech- 
nique” that he deplored. The American reply was that that speech had con- 
stituted an invitation to a consultative process, not the submission of a blue- 
print. Various other interventions confirmed that the timing of the speech had 
not been prompted by US domestic developments, and it was reported that 
Washington journalists had in fact received two weeks’ advance notice that 
Dr. Kissinger was going to make an important foreign policy speech. 

An American speaker drew a rough parallel between the recent Kissinger 
speech and General Marshall’s speech of June 1947, announcing the Marshall 
Plan, about which there had been no advance notice. “It perhaps depends on 
one’s sense of credibility at the moment as to whether a speech is liked if you are 
not warned beforehand.” 
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Pursuing this parallel, a British participant commented that Marshall s 
speech had elicited an immediate response from Europe, whereas there had 
still been no response to the Kissinger speech. This speech was the latest in a 
long series of speeches, statements and hints, coming from all levels of US 
government, to the effect that we had somehow to surmount the growing rift 
between the US and Europe over trade and currency questions, which the US 
felt could not be isolated from the political and military problems. The 
Americans were justifiably impatient with the lack of European response, 
which the speaker attributed to the fact that foreign policy in Europe was 
organized in a way that gave far too little importance to trade and currency 
problems. 

An Italian participant had found Dr. Kissinger’s message refreshingly 
devoid of “ideological fervor and incantation . . . Eine echte Realpolitik. The 
Europeans should be inspired to respond to the double challenge which came 
from their American friends, in the form of Dr. Kissinger s outline for a new 
Atlantic world, and from the Soviets in their proposal for the Security Confer- 


ence. 

A British participant regretted that there had been no interventions from 
any Americans who seemed to believe both in the concept of the alliance and 
also in the legitimacy of some measure of US troop withdrawal from Europe. 
In the speaker’s view, a limited withdrawal would be legitimate not only in 
terms of US domestic political pressures but also in terms of maintaining the 
military balance. Before assuming that a withdrawal would be adverse, we 
ought to be certain that those American troop reductions would be matched by 
increasing either European forces or spending. 

Europeans wanted long-term planning consistency and a solid assurance that 
the alliance remained a supreme American interest, and they wanted this free 
of Congressional pressures and arguments about the validity of the nuclear 
guarantee. To obtain such assurances, they would have to accept the inevitabil- 
ity of some form of troop reduction, as well as more open discussion with their 
own public about those withdrawals. 

A US participant replied to the previous speaker that there were many 
Americans who believed as he did, but that they had grown weary of warning 
that one day the troops would be abruptly withdrawn. With the new mood of 
detente, that day was now much nearer. “Suddenly there will be a supreme 
orgy of rationality and the troops will be gone.” 

A Canadian speaker observed that Americans now seemed to be experiencing 
some of the same sentiments that had been felt in his country just a few years 
ago. More than a quarter of a century after the end of the war, it was hard to 
persuade the average American that his country should still have an active 
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military involvement in Europe. It was essential for those involved in CSCE 
and MBFR to recognize that North Americans wanted to leave behind the 
mood of the late forties and early fifties, and to give their politicians some 
opportunities towards progress in their relationships abroad. There were indeed 
hazards in dealing with the Soviet Union, but there were also great capabilities 
on the Western side. 

A Norwegian participant observed that the widening gulf between America 
and Europe, with the sense of community yielding to a sense of fatigue and 
weariness, presented a special challenge to Bilderberg, which existed to 
promote transatlantic unity. 


* 

* * 


In summing up his impressions of the discussion, the author of the American 
working paper said that he agreed with most of what he had heard. He hoped 
that the CSCE would go forward to create a sort of baseline whereby we could 
begin to move on a transnational basis. He suspected, though, that a number 
of the major participants, not least the US and even possibly the USSR, were 
not prepared to see things that way. 

Washington had probably concluded that the real issues it wanted to con- 
front the Soviet Union about were to be found in other forums: SALT and 
MBFR. The US also had a lot of other business it wanted to do with the 
Russians, and saw little to be gained by pursuing much in Helsinki. 

The author of the Norwegian working paper had been surprised to hear so 
many participants express a lack of confidence in the ability of the Western 
countries to work effectively on a multilateral level. He felt that recent history 
had proved that multilateral negotiations with the Soviet Union and Eastern 
Europe served to strengten relations and communications among the Western 
countries. 

Many interventions had emphasized the importance of a variety of contacts 
between East and West: technological, commercial, cultural, trade union, and 
so on. With this expanding interest in cooperation, the speaker thought that 
it was impossible to tell our citizens that we were still living in the fifties, from 
a military point of view. That was simply not Realpolitik, and it would become 
increasingly outdated with the maturing of a new generation of well-educated 
young people who had not experienced the postwar decade as adults. He was 
therefore convinced that we had to concentrate more and more on initiatives 
at the multilateral level between East and West. 

* 

* * 
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During the course of the conference, an American participant offered some 
general observations about the state of Atlantic Community relations and the 
role of the Bilderberg Meetings. 

European-US relations were in a fragile condition, he said. There was a type 
of Schadenfreude about each other’s problems. On the eve of important economic, 
security and political negotiations, there was sometimes an almost childlike 
tendency to scratch away at each other, to take advantage of each others 
difficulties. Statements were made, actions were taken which exacerbated t e 
situation to the point where we appeared to be the main adversaries of each 
other, rather than partners or units which had to continue to work closely 
together if we were to preserve what was most precious for both of us. We had 
recent examples when proposals made on one side of the ocean were immediately 
attacked on the other side from a negative point of view, rather than analyzed 
critically but constructively. 

What was required in our coming negotiations and relations was that 
(/) the US should approach Europe as if the European Community were a 
unit more united than in fact it was at present, and 

( 2) Europeans should assume, notwithstanding Watergate and other inter- 
nal American problems, that the United States would remain one of the most 
powerful countries in the world. 

This strained situation was a challenge to Bilderberg, which had been 
founded to anticipate and try to modify European-American problems. Our 
task was to try to find ways to fortify and not antagonize each other. 

* 

* * 

Before closing the meeting, His Royal Highness expressed his appreciation 
to all those whose collaboration had assured the success of the conference: the 
host, Mr. Marcus Wallenberg, and the other Swedish people who had assisted 
in organizing the meeting; the authors of the working papers, the interpreters, 
the members of the secretariat, and all those who had contributed to the 

discussions. , , , _ . - , ■ 

On behalf of the participants, a Dutch speaker thanked the Prince for 

sponsorship and skilful chairmanship of this very interesting meeting. 


